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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part 1V—Favoritism and Conflicts of Interest 


THURSDAY, SEPTEMBER 3, 1959 


Howse or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

(The hearings of this date were held in executive session. Subse- 
quently, the subcommittee voted to release the transcript for publica- 
tion as part of this series of hearings.) 

The subcommittee met at 12:50 p.m. in room 1501 of the New House 
Office Building, Hon. L. H. Fountain (chairman of the subcommittee) 
presiding. 

Present: Representatives L. H. Fountain, Florence P. Dwyer, and 
Odin Langen. 

Also present: James R. Naughton, subcommittee counsel. 

Mr. Fountain. We appreciate your coming up, Mr. McGregor. 
I understand you have another engagement. 

Mr. McGrecor. These are busy times. 

Mr. Founrarn. They are. Will you raise your right hand? Do 
you solemnly swear the testimony you are about to give is the truth, 
the whole truth, and nothing but the truth, so help you God ? 

Mr. McGrecor. I do. 

Mr. Founta1n. Please identify yourself for the record. 


TESTIMONY OF FRANK R. McGREGOR, DEPUTY ADMINISTRATOR, 
OPERATIONS, COMMODITY STABILIZATION SERVICE, AND VICE 
PRESIDENT IN CHARGE OF OPERATIONS, COMMODITY CREDIT 
CORPORATION 


Mr. McGrecor. Frank R. McGregor. Do you want my job? 

Mr. Founrarn. Yes, sir. Your job, please, sir. 

Mr. McGrecor. I have two jobs, as everybody does down there, 
practically, all the officers. I am the Deputy Administrator, Opera- 
tions, of the Commodity Stabilization Service, and Vice President in 
Charge of Operations of the CCC. 

You understand the operation down there, don’t you? 

Mr. Fountarn. Yes, sir. How long have you been with the De- 
partment of Agriculture ? 

Mr. McGrecor. I was a consultant for some months. I took this 
job on January 3, 1955. 

1329 
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Mr. Fountain. How long have you been Deputy Director for 
Operations? 

Mr. McGrecor. The same time. 

Mr. Fountatn. In what capacity are you responsible for the opera- 
tions of the Commodity Offices ? 

Mr. McGrecor. I am responsible for the operations, per se. The 
program decisions are formulated—you are talking about cotton, of 
course ¢ 

Mr. Fountarn. Yes. 

Mr. McGrecor. They are formulated by the Cotton Division, pos- 
sibly the General Sales Manager’s Office and up to the Deputy Admin- 
istrator for Price Support, to whom the Cotton Division reports, and 
finally by the Administrator. 

After these program decisions are made, my job is to operate the 
Commodity Offices and see that the programs and policies are carried 
out. 

Mr. Fountarn. Are you also responsible for checking the efficiency 
of program operations and preventing irregularities and things of 
that sort? 

Mr. McGrecor. Yes, sir. Well, the answer I gave you is a little 
oversimplification. We have the Internal Audit Division and they re- 
port directly to the Administrator, for obvious reasons. If they are 
going to investigate the Commodity Offices, you wouldn’t want them 
reporting tome. They should report over my head. They do. 

That is one of the best methods we have of checking. We have 
them stationed in the Commodity Offices. A number of them have 
their office right in there. 

Mr. Fountain. When did you first learn of the activities of Mr. 
Wolf, who is referred to as Pete Wolf, in connection with cotton pur- 
chases from CCC? 

Mr. McGrecor. I think it was the early part of 1956. 

Mr. Fountarn. Did you, yourself, take any action in connection 
with his activities ? 

Mr. McGrecor. I wrote some instruction to Mr. Biggs about it. 

Mr. Fountain. What was the substance of those instructions? 

Mr. McGrecor. I have copies of them here. 

Here is a letter dated May 7. I think that is the one. 

Mr. Founta1n. If you would like to, you can give us the substance 
of that and place it in the record. 

Mr. McGrecor. I will have to get copies. These I borrowed from 
the Fiscal Division. 

It says here that this is addressed to Mr. Biggs, Director of the New 
Orleans Commodity Office. It refers to discussions with him and Mr. 
— Mr. Rhodes is the Director of the Cotton Division. It says 
rere : 


Announcement— 


suppose I get copies and give you an idea of what it says. 
Mr. Fountarn. That is all right. 
Mr. McGrecor (reading) : 


Section 3 will provide that the cotton must be exported under the program 
of July 1956. 
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That is not important. Here is the important part. It says: 


Office of General Counsel has prepared substitute language with the provision 
in section 10 limiting use of outside assistance in submission of offers for 
cotton. 


It gives the new language: 


By submitting an offer, the offerer warrants that he had not employed or 
utilized any person, firm, or organization which (1) furnished any informtaion 
or service which might tend to prevent, limit or restrict competitive bidding on 
cotton hereunder, or (2) furnish any assistance to the offerer in the calculation 
of prices, if such person, firm or organization has assisted or is assisting the 
persons submitting offers hereunder in the calculation of prices. 

I think, Mr. Fountain, you have all this. 

Mr. Fountarn. I think this probably is the same information we 
received. 

Mr. McGrecor. This is exactly the same. They got me duplicate 
copies. 

Mr. Fountain. I wonder if you can give the committee an explana- 
tion for the delay in taking action to prevent this sort of thing after 
it was brought to your attention ? 

Mr. McGrecor. Well, I am afraid I cannot. I do not remember 
when it was brought to our attention. 

Mr. Naveuton. Originally, I think it was in 1950, when you were 
not there. On April 16, 1955, Mr. Biggs wrote a memorandum to 
Mr. Rhodes, which was discussed at a meeting in the Department and 
apparently at that time the matter was referred to the Solicitor’s 
Office but the actual change in regulations was not made until more 
than a year after Wolf had been indicted by the Justice Department. 

Mr. McGrecor. I could well not know about that. The mail would 
come in, go over to Mr. Rhodes, and he would discuss it with the 
Solicitors and until something came up that I had to give instruction 
to in New Orleans, I would not know about it. They would explain to 
me what it was. If I was in disagreement, I would go to the Admin- 
istrator with it. 

Ordinarily it would be worked out before that. 

Mr. Fountarn. What was the difference in time that elapsed be- 
tween the indictment and the time of the regulation ? 

Mr. Naveuton. About 6 weeks, I believe. 

I have one question. 

Mr. Fountatn. Mr. Naughton. 

Mr. Naventon. You indicated, Mr. McGregor, that the audit people 
normally report to the Administrator and not to you. 

Mr. McGrecor. No. Well, let me clarify that. They report to 
him administratively. The Fiscal Division reports tome. The Budget 
Division, the Personnel Division does, but the Audit Division reports 
to the Administrator directly but their reports are written, their find- 
ings are written and they are circulated not only to the Administrator 
and to me and to others, but also to the Congress. 

Mr. Naveuton. The reason I wanted to clear this up was because 
when Mr. Harrill, who is the head of the Audit Division was testify- 
ing we asked him what they would do if they discovered some sort of 
irregularity in connection with the operation of the Commodity Office. 
He indicated they would first take it up with the Manager of the 
Commodity Office and if they did not get satisfaction, they would go 
to the Deputy Administrator for Operations in Washington. 
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Mr. McGrecor. That is right. 

Mr. Naveuton. We asked if they would go beyond him to Mr. 
Berger if they did not get satisfaction. He indicated he never failed 
- get satisfaction. Apparently he has never gone directly to Mr. 

erger. 

Mr. McGrecor. I do not have any trouble with them because they 
are a valuable office. I had a talk with them when we started, and J 
said, “If you have any trouble with this, I will cooperate with you.” 

Mr. Naveuton. With respect to the practice concerning audit re- 
ports on the Commodity Office operations, while they may eventually 
get to Mr. Berger, they come to you first ? 

Mr. McGrecor. They gotoallofus. The way it works is the auditor 
makes his audit; then he sits down—there are a group of auditors— 
they sit down with the Director of the office and other people on his 
staff, the Division heads concerned and they discuss their findings and 
the office either agrees or disagrees with them or says “That looks 
right,” they will change it or make an explanation. This is — up 
and a large number of copies are distributed throughout the office and 
the Administrator will get it the same time I do. 

Mr. Naveuton. With respect to resolving disagreements about 
recommendations that have been made for corrections, the impression 
I get from previous testimony is first they bring the suggested change 
to the Commodity Office Manager and if they do not get satisfaction 
there, they come to 7 and if they do not get satisfaction from you, 
they can go to Mr. Berger, but they have never had to? 

Mr. McGrecor. I believe that is correct. 

Mr. Founratn. To your knowledge has any CCC official ever re- 
ceived any gifts or gratuities from Wolf or Wolf & Co.? 

Mr. McGrecor. Not to my knowledge. 

Mr. Fountain. To your knowledge has any CCC official ever had 
any business or financial dealings with Wolf or Wolf & Co.? 

fr. McGrecor. Not that I know of. 

Mr. Fountain. Are you personally acquainted with Mr. Wolf? 

Mr. McGrecor. No; I have never seen him so far as I know. 

Mr. Fountain. Mr. McGregor, are you connected or affiliated in 
an oa Frank R. McGregor Associates ? 

r. McGrecor. I resigned from that immediately I went into the 
Government. Asa matter of fact, it is inactive. They havea mailing 
address downtown. 

Mr. Fountain. It is not engaged in any activity at the present time! 

Mr. McGrecor. It has not got a client, is not earning money. It is 
dormant. 

Mr. Fountarn. Is anybody staying in the office? 

Mr. McGrecor. No. They have an address down in a lawyer’s office. 
I do not think they even get any telephone calls anymore. 

Mr. Founratn. How long has this firm been in existence? 

Mr. McGrecor. I think about 6 years—51%4 years, 6. Five and a 
half or six, I don’t know. 

Mr. Fountain. You say it has no clients at the present time? 

Mr. McoGrecor. No, not that I know of. I am sure it hasn’t. 

Mr. Fountatn. Wouldn’t you know if it had any ? 

Mr. McGrecor. I probably would. Itis dormant. There is nothing 
going on at all. I can say definitely it has no clients, has no income. 
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Mr. Fountain. Does the office have a telephone ? 

Mr. McGrecor. I do not know if there is a telephone listed or not. 
We could check that. 

Mr. Navueuron. There is. 

Mr. Fountarn. There is a telephone listed still in the name of Frank 
R. McGregor Associates. 

Mr. McGrecor. If somebody calls up and asks about them, the 
lawyer refers it to somebody who was in the company before. 

Mr. Fountatn. Have you realized any income from this firm since 
joining CCC? 

Mr. McGrecor. No. I don’t think anybody has. Except for the 
collection of some old bills. 

Mr. Fountarn. Whoelse is in the firm ? 

Mr. McGrecor. There is nobody in it at all. My wife is the only 
one that they call up if something happens. 

Mr. Fountatn. Do they call her at her home? 

Mr. McGrecor. Waita minute. People havecalled me. It must be 
in the telephone book because people have telephoned me and they say, 
“He is down at the Department of Agriculture. So call him down 
there,” because a man called me I hadn’t seen in several years. He 
said they told him. 

Mr. Fountain. Why is it still listed in the telephone directory ? 

Mr. McGrecor. Because the lawyer is good-natured, and my wife 
wants to keep it in being. I am a Government employee and I am 
subject to being eliminated in 5 minutes. 

Mr. Fountarn. Do you pay the phone bill ? 

Mr. McGrecor. There is no phone bill. They have a switchboard 
there. 

Mr. Naveuton. Isn’t there a charge for the listing ? 

bare McGrecor. There possibly is. I don’t know about that. I can 
ask her. 

Mr. Naveuton. Is your wife associated in this firm ? 

Mr. McGrecor. She is the one they call. I don’t have anything to 
do with it. 

Mr. Navcuton. What would they be calling about if you have no 
activities ? 

‘ = McGrecor. People come to town and find my name in the phone 
ook. 

Mr. Fountar1n. You have noresidence phone? 

Mr. McGrecor. I have, but they find this. It doesn’t happen but 
maybe in a year or6 months. I am trying to tell you everything. 

Mr. Fountarn. What was the nature of your business ? 

Mr. McGrecor. I had a partner. He died. We were management 
consultants. When he died I set this up. The thing never really got 
going. 

Mr. Fountarn. What type of work? 

Mr. McGrecor. Management consultants. 

Mr. Fountarn. Just what? 

Mr. McGrecor. Helping companies, and also representing some 
companies in Washington who had problems with, for instance, NPA, 
or the —— which handled labor and salaries, or various things. 
That is the reason I had to immediately resign. When I resigned the 
thing folded up. Dealing with Government, I realized I could not 





1334 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


have any part of it or get any money out of it or anything like that. 
We did not see any harm in letting the name stay alive. 

Mr. Founrarn. Has the firm represented any clients before the De- 
partment of Agriculture in any way ? 

Mr. McGrecor. No. It never has. I have never had a case with 
the Department of Agriculture, I don’t believe. If so, I do not re- 
member ever having had one. 

Mr. Fountarn. Is the lawyer whom you referred to a partner of the 
Frank R. McGregor Associates ? 

Mr. McGrecor. No. 

Mr. Founrarn. Heis just engaged in private practice ? 

Mr. McGrecor. Thatis right. Heisa lawyer. 

Mr. Fountatn. He is one of the lawyers in the building I imagine? 

Mr. McGrecor. That is right. 

Mr. Founrarn. Did you all havea joint office? 

Mr. McGrecor. Did we have? 

Mr. Fountain. Yes. 

Mr. McGrecor. For a few months I rented one office from him, after 
my partner died. 

Mr. Fountain. You areno longer paying any office rent ? 

Mr. McGrecor. No rent. 

Mr. Founratn. Is your wife employed in that office ? 

Mr. McGrecor. No. She is not employed anyplace. She takes 
care of home and me. 

Mr. Fountatrn. So she does not stay at the office? 

Mr. McGrecor. No. I do not think she—I don’t know when she 
has been in there, even. 

Mr. Naueuton. Are we correct the firm has had no income of any 
kind since the time you joined the Department of Agriculture? 

Mr. McGrecor. I think that is right. 

Mr. Naveuton. Are you fairly certain? 

Mr. McGrecor. Yes. I am pretty certain. 

Mr. Naveuton. Do you have any business or financial dealings 
with the lawyer in whose office it is other than the fact he is your 
lawyer ? 

Mr. McGrecor. He is liquidating a company that I had an in- 
terest in. 

Mr. Naventon. What is the name of that company ? 

Mr. McGrecor. I think it was Washington Appliance Distributors. 

Mr. Naventon. Of course, this has no—— 

Mr. McGrecor. It has been liquidated. I think it was liquidated 
2 or 3 years ago. 

Mr. Fountarn. Does he or anyone else in that office deal with CCC 
in any way? 

Mr. McGrecor. Not that I know of. He certainly has had no 
dealings with me and I have never heard of it in the CCC, although 
I think he would have a perfect right to. We have no business con- 
nection; he is a lawyer who has done some work for me. 

Mr. Fountatn. I agree with you. I think with your listing with 
the telephone as it is, Frank R. McGregor, and being in the Govern- 
ment, I can see how it might be misconstrued. Had you ever thought 
of that possibility ? 

Mr. McGregor. No. I certainly didn’t. 
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Mr. Fountatn. Do you have any more questions? 

(Off the record.) 

Mr. Fountain. I will ask you this question: Did Mr. Berger or 
any other official of the Department give you permission to carry on 
a business as Frank R. McGregor Associates ? 

Mr. McGreeor. No. 

Mr. Fountrarn. You have not sought any such permission ? 

Mr. McGrecor. What is that? 

Mr. Focnrarn. You haven’t sought any such permission ? 

Mr. McGrecor. I am not carrying on the business. I wouldn’t ask 
for it if I didn’t do anything about it. I was very careful. I resigned 
from anything that I thought might have any connection at all. I 
didn’t expect to be in this long but I wanted to cut it clean anyhow. 
I didn’t want to get in the newspapers or something for nothing. 

Mr. Founrarn. Then as I take it Frank R. McGregor Associates, 
that firm, as such, has had no existence since you came into 
Government ? 

Mr. McGrecor. That just about sums it up. 

Mr. Naveuton. Does the firm have a bank account ? 

Mr. McGrecor. I don’t think so. They may have a few dollars in 
the bank. Idon’t know. They might have. 

Mr. Naueuton. Does your wife handle the details ? 

Mr. McGrecor. Yes. 

Mr. Naventon. Are you certain as to whether or not she might 
not have received some income through the company ? 

Mr. McGrecor. Yes. I know she hasn’t. I would know that. 

Mr. Fountrarn. How many partners did you have? 

Mr. McGrecor. I had one partner, a man named Earle. He died. 

Mr. Fountatn. When did he die? 

Mr. McGrecor. Let me see. I think it was in early 1954 or late 
1953. 

Mr. Founratn. And you say you organized the firm when? 

Mr. MoGrecor. Right after that. I just called it Frank R. Mc- 
Gregor & Associates because we had Earle and McGregor before. 

Mr. Fountarn. Do you recall the date you organized it? 

Mr. McGrecor. It wasn’t organized. I just put the name on a 
letterhead. Thatisall. There is no organization. 

Mr. Founrarn. You held yourself out as Frank R. McGregor As- 
sociates as consultants ? 

Mr. McGrecor. Yes. I called on other people as I needed them. 
I didn’t get going. 

Mr. Founrarn. How long after you established that letterhead 
did you go with the Government? 

Mr. McGrecor. Just a few months. The thing had not gotten 
going. 

Mr. Fountarn. Did you know at the time you were going into 
Government ? 

Mr. McGrecor. I knew definitely I would never go in Government 
again. Nobody could talk me into it. 

Mr. Fountain. You have been in Government before ? 

Mr. McGrecor. Isurely have. This isthe fourth 

Mr. Fountarn. When was that? 


64140—61—pt. 4-2 
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Mr. McGrecor. I was down here with Ed Stettinius in June 1941. 
I came down for I think 90 days. I finally got out a year and a half 
later by joining the Navy. Then I spent, I think about 3 months in 
the Pentagon around 1951 and 1952, reorganizing the Office of Small 
Business and setting up the Small Business program for the Army, 
Navy, and Air Force. That had been one of my jobs for Forrestal in 
the Navy. This is the fourth time, counting the Navy days. 

Mr. Fountain. Mrs. Dwyer? 

Mrs. Dwyer. No questions, Mr. Chairman. 

Mr. Fountain. Mr. Langen? 

Mr. Lancen. No questions. 

Mr. Fountarn. Do you have any more questions, Mr. Naughton? 

Are you willing to make available to this committee any further 
information it may desire concerning Frank R. McGregor Associates? 

Mr. MoGrecor. Yes, sir. I can’t imagine what it would be. I 
have nothing to conceal at all. 

Mr. Naveurton. I think that completes the record. 

Mr. Founrartn. Thank you very much. That takes care of our 
questioning. 

Mr. McGrecor. I will be glad to come up anytime. I hope next 
time I won’t get caught in such a bad day. 

I have people here from Dallas, New Orleans down there. 

Mr. Fountain. Weare sorry to bother you. 

Mr. Naveuton. Off the record. 

(Off the record.) 

Mr. Fountatn. What are Mr. Earle’s initials? 

Mr. McGrecor. C. E. Earle. He didn’t like to be called Clarence. 

Mr. Founrarn. Thank you very much. The subcommittee stands 
recessed until further call of the Chair. 

(Whereupon, at 1:15 o’clock, the subcommittee adjourned until 
further call of the Chair.) 
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Part IV—Favoritism and Conflicts of Interest 


WEDNESDAY, AUGUST 17, 1960 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to notice, in room 100, 
George Washington Inn, Hon. L. H. Fountain (chairman of the 
subcommittee) presiding. 

Present: Representatives L. H. Fountain and Odin Langen. 

Also present: James R. Naughton, subcommittee counsel. 

Mr. Fountarn. The subcommittee will come to order. Let the rec- 
ord show that a quorum for the purpose of taking testimony is present 
in the person of Mr. Langen and the chairman of the subcommittee. 

In carrying out the responsibilties assigned to it for examining the 
operation of Tiovenmniaht activities at all levels with respect to economy 
and efficiency, the Intergovernmental Relations Subcommittee has 
been studying the operations of the Commodity Credit Corporation 
for some time. The subcommittee has been giving particular atten- 
tion to grain storage activities of the Commodity Credit Corporation. 

Some years ago the records show that a Senate Agriculture Com- 
mittee investigation brought out some very serious irregularities in 
connection with the importation of low-grade wheat from Canada, and 
the subsequent mixing of such low-grade wheat with other wheat in 
port elevators. As a result of its investigation, the Senate committee 
recommended in 1945 that the Department of Agriculture, through the 
Compliance and Investigation Divisions of the Commodity Stabiliza- 
tion Service, investigate grain-handling practices at all of its port 
elevators. 

Our hearing today is for the purpose of inquiring into the handling 
of CCC wheat by port elevators, primarily in the Portland, Oreg., 
area and the actions, if any, taken by the Department of Agriculture 
as a result of information obtained in its C. & I. investigations of port 
elevators. Since our hearing involves matters which could become 
involved in litigation, I am going to ask that each of our witnesses 
be sworn. 

We are very happy to have as our first witness this morning, Mr. 
W. B. Rankin, Assistant to the Commissioner, Food and Drug Ad- 
ministration of the Department of Health, Education, and Welfare. 
I do not believe we have had the pleasure of your presence before, 
Mr. Rankin. Weappreciate your coming. 
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Please raise your right hand. Do you solemnly swear that the testi- 
mony you are about to give in this hearing is the truth, the whole truth, 
and nothing but the truth, so help you God ? 

Mr. Ranxin. I do. 

Mr. Fountarn. I wonder if you will, for the record, outline briefly 
your position and your responsibilities and perhaps give us some back- 
ground of your own training and experience. 


TESTIMONY OF W. B. RANKIN, ASSISTANT TO THE COMMISSIONER, 
FOOD AND DRUG ADMINISTRATION, DEPARTMENT OF HEALTH, 
EDUCATION, AND WELFARE 


Mr. Ranxrn. Mr. Chairman, my training is as a chemist and a 
pharmacist. I hold bachelor of science degrees in mathematics and 
science and pharmacy, and a master of science degree in agricultural 
chemistry. 

I have been with the Food and Drug Administration since1939, 
when I started as an inspector. I have held positions as inspector, 
resident inspector, chief inspector, food and drug officer, and Assist- 
ant to the Commissioner. Also for a period of 6 years I was Assist- 
ant Director of the Division of Field Operations, the Division that 
handles all of the Administration’s field activities. 

In my present position I am responsible for general activities under 
the direct supervision of Commissioner George P. Larrick. 

Mr. Founrarn. I wonder if you would also outline briefly for the 
subcommittee record the major responsibilities of the Food and Drug 
Administration in connection with adulteration of grain in interstate 
commerce. 

Before you answer that, I might add that our hearing today is con- 
cerned primarily with activities connected with adulteration of grain 
rather than with your grain sanitation program. 

Mr. Ranxin. The Food and Drug Administration is responsible for 
administering the Federal Food, Drug, and Cosmetic Act and before 
that the original Food and Drugs Act of 1906. 

The present law defines wheat and other grains as food. Under the 
adulteration section of the law wheat and other grains may be ren- 
dered adulterated and thus unfit for food by the addition of poisonous 
materials such as pesticide chemicals, for example. 

They may be unfit if they consist, in whole or in part, of any filthy, 
putrid, or decomposed substance; so that wheat that rots would be 
adulterated and contraband in interstate commerce. 

If the food has been prepared, packed, or held under insanitary 
conditions whereby it may have become contaminated with filth, it 
is unfit and illegal in interstate commerce. 

If any valuable constituent has been, in whole or in part, omitted 
or abstracted from the food or if any substance has been substituted 
for the food or if damage or inferiority has been concealed in any 
manner or if any substance has been added to the food or mixed with 
it so as to increase its bulk or weight or make it appear to be of greater 
value than it is, that also would constitute adulteration. 

When adulterated grain is shipped in interstate commerce, the Food 
and Drug Administration may take action through the courts to cor- 
rect the situation. We may seize the offending merchandise and re- 
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move it from the channels of commerce. In case of continuing vio- 
lation we may seek an injunction to restrain the shipper from com- 
mitting future violations. We may bring criminal action against the 
shipper responsible for the violations. 

We have brought many legal actions against wheat that is adulter- 
ated, most of them under the grain sanitation program that is not of 
direct interest to you. 

In the 51% years starting January 5, 1955, and ending June 30, 
1960, we examined samples representing almost 17,000 carloads and 
truckloads of wheat for filth and almost 30,000 carloads and truckloads 
of wheat for contamination with poisonous fungicides. 

Over 300 loads of wheat were removed from commerce because 
of filth, most of them through formal seizure actions, and almost 50 
loads were removed because of contamination with poisonous fungi- 
cides, again mostly through seizures. 

During this same period we have secured injunctions against 8 grain 
elevators because they were operating under very insanitary condi- 
tions. 

Additionally, we conduct a continuous investigation to check on 
contamination of wheat with poisonous weed seeds, to detect the pres- 
ence of pesticide residues other than fungicides, and to check on the 
possibility that filthy railroad cars and trucks are used in the trans- 
portation of this food commodity. 

That, in brief, sir, is a summary of our activities in this field. 

Mr. Founrarn. In the opinion of the Food and Drug Administra- 
tion, assuming that grain is in interstate commerce, does the deliberate 
addition of water to grain for the purpose of adding weight constitute 
adulteration ? 

Mr. Ranxin. Yes, sir. 

Mr. Fountatn. Does the addition of screenings, dockage, or other 
trash constitute adulteration ? 

Mr. Rangrn. Yes, sir. 

Mr. Founrarn. Does the addition of distinctly low-quality or 
“DLQ” grain to grain of higher quality constitute adulteration ¢ 

Mr. Ranxrn. I am not familiar with the initials you use. 

Mr. Founrarn. I was going to ask you to explain that. 

Mr. Ranxrn. I would have to defer to an expert on grain standards, 
but the addition of a low-quality food, including grain, to a higher 
quality food would constitute adulteration under the section of the 
law that I referred to earlier. Asa matter of fact, this is not a recent 
decision on our part. We have under the original Food and Drug 
Act, as well as under the present law, so regarded the contamination 
of grain for a great many years. The Food and Drug Administration 
was a constituent of the Department of Agriculture until 1940. While 
we were with the Department of Agriculture in 1925 we had meetings 
with the grain trade and with the Grain Marketing Unit of the De- 
partment of Agriculture in Chicago. Rather, I should have said 
Grain Standards Unit. A plan was developed whereby the provisions 
of the Grain Standards Act and the Food and Drugs Act would be 
administered so as to harmonize the efforts of both agencies and keep 
them from conflicting. 

A memorandum of the plan was prepared and endorsed by more 
than 30 of the principal representatives of the grain trade. I have 
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a copy of that and will make it available for review or insertion in the 
record. 

Mr. Founrarn. If there i is no — this will be made a part of 
the record as appropriately identified 

(The document referred to follows: :) 


MEMORANDUM OF CONFERENCE BETWEEN REPRESENTATIVES OF GRAIN TRADE 
ORGANIZATIONS AND MEMBERS OF THE U.S. DEPARTMENT OF AGRICUTURE 


Control of certain phases of trade activities incident to.the interstate market- 
ing of grain accrues to the U.S. Department of Agriculture through the medium 
of the Grain Standards and Food and Drugs Acts. These statutes are, respec- 
tively, essentially service and regulatory in character; having different ends to 
attain their provisions, obviously, are unlike, but not repugnant. It is the pur- 
pose of the Department to enforce these laws by the adoption of a policy of 
administration through which the terms of both statutes will be reconciled and 
the industry thereby relieved of a burden of attempting otherwise to observe 
apparently contradictory and conflicting exactions. The function of a service 
statute primarily is to unify or standardize merchandising; that of a regula- 
tory statute to suppress abusive practices. The fundamental idea of both is 
correction. 

The Department specifically disavows an intent to forego a proper and diligent 
enforcement of these laws. It declines in any manner to attempt to divest itself 
of its responsibility and recognizes as its exclusive obligation the enforcement 
of them to the full measure of their requirement. But, believing that a program 
of prevention is the most effective means of correction, the Department most 
heartily will support any effort by which the attainment of this object is consid- 
ered practicable. It will encourage in every way, that it with propriety can, any 
attempt by the industry through its trade organizations so to control the prac- 
tices of their membership that infractions of these laws will be avoided. With 
this in mind, the Department of Agriculture by its representatives at this confer- 
ence commits itself to a plan of cooperation with designated grain organizations 
whereby a more universal observation of the requirements of the Grain Standards 
Act and the Food and Drugs Act will be established. 

The subscribing grain trade organizations are convinced that by their existence 
and through an exercise of their conventional functions the collective welfare 
and integrity of their membership is promoted. These organizations are com- 
mitted to the use of their influence and disciplinary power to the establishment 
and maintenance of trade practices which are legal and honest. It is their 
purpose reciprocally to approve and support a cooperative arrangement with the 
U.S. Department of Agriculture to the end that as a general proposition all 
requirements of the Grain Standards and Food and Drugs Act be met, and that 
as a specific proposal the following practices recognized as abuses be stopped: 

(a) Addition of water for the purpose of gaining weight. 
(6) Addition of trash or distinctly inferior substance. 
Curcaco, July 28, 1925. 


Amarillo Grain Exchange, Amarillo, Tex. 

The Corn Exchange of Buffalo, Buffalo, N.Y. 

Cairo Board of Trade, Cairo, Ill. 

Chicago Board of Trade, Chicago, Il. 

The Cincinnati Grain & Hay Exchange, Cincinnati, Ohio (now the Cincinnati 
Board of Trade). 

Dallas Grain Exchange, Dallas, Tex. 

Denver Grain Exchange Association, Denver, Colo. 

The Duluth Board of Trade, Duluth, Minn. 

The Board of Trade of Enid, Oklahoma, Enid, Okla. 

Fort Worth Grain & Cotton Exchange, Fort Worth, Tex. 

The Indianapolis Board of Trade, Indianapolis, Ind. 

The Board of Trade of Kansas City, Kansas City, Mo. 

Lincoln Commercial Exchange, Lincoln, Nebr. 

Louisville Board of Trade, Louisville, Ky. 

Lubbock Grain Exchange, Lubbock, Tex. 

Memphis Grain & Hay Association, Memphis, Tenn. 
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Grain Dealers National Association, 

Chamber of Commerce of the City of Milwaukee, Milwaukee, Wis. 
Chamber of Commerce of Minneapolis, Minneapolis, Minn. 
The Nashville Grain Exchange, Nashville, Tenn. 

Oklahoma City Grain Exchange, Oklahoma City, Okla. 
Omaha Grain Exchange, Omaha, Nebr. 

Peoria Board of Trade, Peoria, Ill. 

Portland Grain Exchange, Portland, Oreg. 

Plainview Grain Exchange, Plainview, Tex. 

St. Joseph Grain Exchange, St. Joseph, Mo. 

Merchants Exchange of St. Louis, St. Louis, Mo. 

Seattle Grain Exchange, Seattle, Wash. 

Sioux City Grain Exchange, Sioux City, Iowa. 

Spokane Grain Merchants Association, Spokane, Wash. 
Toledo Produce Exchange, Toledo, Ohio. 

The Wichita Board of Trade, Wichita, Kans. 

Grain Shippers Association, Nashville, Tenn. 

Terminal Elevator Grain Merchants Association. 


Mr. Navucuton. It might be helpful to read one paragraph, Mr. 
Chairman. 

Mr. Fountatn. Very well. 

Mr. Naveuton. One paragraph of the memorandum, which I think 
is pertinent to our discussion, reads as follows: 


The subscribing grain trade organizations are convinced that by their exist- 
ence and through an exercise of their conventional functions, the collective wel- 
fare and integrity of their membership is promoted. These organizations are 
committed to the use of their influence and disciplinary power to the establish- 
ment and maintenance of trade practices which are legal and honest. It is their 
purpose reciprocally to approve and support a cooperative arrangement with the 
U.S. Department of Agriculture to the end that as a general proposition all re- 
quirements of the Grain Standards and Food and Drugs Acts be met, and that 
as a specific proposal the following practices recognized as abuses be stopped: 

(a) Addition of water for the purpose of gaining weight. 
(b) Addition of trash or distinctly inferior substance. 


This is dated Chicago, July 28, 1925. I believe that this agreement 
was substantially confirmed again in 1942; am I right on that? 

Mr. Ranxrn. In the very early forties. I do not have the exact 
date, but I can supply it if you wish. 

Mr. Naveuton. Mr. Chairman, I have a copy of that. Perhaps we 
might put it in the record. 

Mr. Founratn. Without objection, the confirmation will be made 
part of the record. 

(The document referred to follows :) 


MEMORANDUM 


To: Field stations in the central district of the Food and Drug Administration ; 
field offices of the Grain and Seed Division of the Agricultural Marketing 
Service. 

From: Commissioner of Food and Drugs and Chief of Agricultural Marketing 
Service. 

Subject: Prevention of adulteration of grain. 


For nearly 17 years the Grain and Seed Division of the Agricultural Marketing 
Service has been engaged in a cooperative undertaking with the Food and 
Drug Administration designed to prevent violations of the Food, Drug, and 
Cosmetic Act as it applies to grain. The plan had for its purpose the cooperation 
of the grain industry, through its organized bodies, with the Food and Drug 
Administration and the Agricultural Marketing Service to the end that violations 
of the Food, Drug, and Cosmetic Act could be avoided rather than to permit 
them to occur and then be faced with the necessity on the part of the Food 
and Drug Administration of recommending criminal prosecution or seizure 
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action. Under the plan, which has been subscribed to by 31 grain-trade organi- 
zations, the Grain and Seed Division through its general field headquarters at 
Chicago has been issuing notices to owners or custodians of certain low quality 
grain. These notices are to the effect that the admixture of such grain to grain 
of higher quality would, in the opinion of that office, constitute a violation of 
the Food, Drug, and Cosmetic Act. By way of illustration, the grain on which 
such notices have, for the most part, been issued consists of wheat which is 
pungently musty or sour, contains a high percentage of damaged kernels, with or 
without heat damaged present, and which has deteriorated to the point where 
it is essentially unsound; rye of like quality; and corn which is musty, sour, 
heating, or hot, or which contains an appreciable quantity of heat-damaged 
kernels. 

The number of lots of grain on which such notices have been issued has not 
been large in the aggregate, but has been increasing during the past two crop 
movements due primarily to unfavorable harvest and storage conditions. Several] 
complaints from one area have been lodged with the Agricultural Marketing 
Service to the effect that the issuance of these notices is not warranted and 
that such action results in serious loss to producers and shippers. It appears 
that such grain is discounted sharply in price and the complainants represent 
that in the absence of the official notice this low quality wheat could be mixed in 
small quantities with sound wheat without resulting loss or damage. Here 
it should be noted that several of these complaints are apparently based on the 
assumption that the notice issued by the Chicago office declares the wheat to be 
“condemned” or “unfit for human consumption.” The notice recites no such 
finding of fact. The notice is designed to point out to receivers or custodians of 
such unsound grain that its admixture to grain of higher quality or grade 
would result in a violation of the Food, Drug, and Cosmetic Act. The violation 
in this instance would consist in the debasement and therefore the adulteration 
of the better product. 

In view of the increase in the number of lots on which notices have been 
issued and the dissatisfaction expressed by owners or custodians of such grain 
in one area, it was decided to reexamine all phases of the operation of this plan. 
This seemed desirable in order to ascertain whether the actions of the Agricul- 
tural Marketing Service in issuing notices on wheat of this character are in 
keeping with the memorandum of understanding which was subscribed to by the 
81 grain-trade organizations as well as with the views of the Food and Drug 
Administration in its interpretation and application of the Food, Drug, and 
Cosmetic Act. This latter organization has found that the assignment which 
has been undertaken by the Agricultural Marketing Service in this matter has 
been well discharged in the exercise of good judgment and in conformity with 
the administrative policy of the Food and Drug Administration. 

This joint memorandum is issued, therefore, in order that field offices of the 
Food and Drug Administration and of the Agricultural Marketing Service 
may be currently advised of the status of this undertaking. Obviously the final 
responsibility for the administration and enforcement of the Federal Food, 
Drug, and Cosmetic Act must rest with the Food and Drug Administration and 
any part which the Agricultural Marketing Service takes in this program is in 
the role of collaborator. In order to avoid confusion, therefore, persons who are 
aggrieved at the results of any action taken under this program should feel 
entirely free to place the facts in any specific case before the Food and Drug 
Administration. By way of organization, responsibility in such matters is 
lodged by that Administration with the Chief of its Central District located at 
1222 Post Office Building, Chicago, Ill. 

W. G. CAMPBELL, 
Commissioner of Food and Drugs. 
C. W. KITCHEN, 
Chief, Agricultural Marketing Service. 
WASHINGTON, D.C., February 19, 1942. 


Mr. Ranxrn. When we were transferred from the Department of 
Agriculture to the Federal Security Agency, the Grain Unit of the 
Department of Agriculture wrote a letter asking if we wished the 
agreement to continue. We replied that we would appreciate it very 
much if it could continue. Under that agreement, as I understand it, 
the grain inspection people warn possessors, holders of unfit grain, 
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that they have unfit grain and it should not be marketed for human 
food or mixed with wheat for human food. 

Mr. Fountain. This agreement is in effect today ? 

Mr. RanxIn. Yes, sir; it is. 

Mr. Founra1n. The grain trade is aware of the existence of this 
agreement ? 

Mr. Ranxtn. I assume that it is; yes, sir. I believe it is. Upon 
occasion, we have had to seize material that was not voluntarily dis- 
posed of after notification by the Department of Agriculture, but the 
occasions have been infrequent. 

Mr. Fountarn. In the opinion of the Food and Drug Administra- 
tion, if screenings or dockage were removed from grain, would it 
constitute adulteration if such screenings or dockage were later added 
to the same grain or other grain ? 

Mr. Rankin. Yes, sir; we think it would. 

Mr. Founrary. What procedures does the Food and Drug Adminis- 
tration utilize to prevent adulteration of grain in interstate commerce? 

Mr. Ranxrn. The procedures that we utilize are primarily inspec- 
tion operations performed by approximately 400 Food and Drug 
inspectors stationed throughout the United States. Our largest pro- 
gram has to do with the sanitation of grain. In the late 1940’s it 
became apparent that some improvement was necessary in the con- 
ditions under which grain was stored and marketed. 

In cooperation with the Department of Agriculture and the grain 
trade, we worked up an investigational study to determine on a 
statistically sound basis the quality of the grain then on the market 
and the steps that could be taken, if necessary, to improve that quality. 

That study did show—as we had suspected—the need for great im- 
provement. An educational program was undertaken by us and by 
the Department of Agriculture for a while to get the improvement 
underway. That was followed by a regulatory program, which is 
still underway. The figures I gave you earlier about the number of 
seizure actions because of filth since 1955 result primarily from this 

sanitation program. 

With 400 inspectors to cover approximately $70 billion worth of 
commerce in the various food and drug items, of which grain is only 
a part, we are unable to do as much as we would like to in many dif- 
ferent fields. So we try to pick out the areas of activity which, in our 
opinion, will be of most benefit to the ultimate consumer of food. 
We believe that the grain sanitation program and the programs to re- 
move grain that has been poisoned with fungicides are of more im- 
portance to the housewife than would be a program that diverted our 
inspectors to a search for dockage added to grain or water added to 
grain. We have done very little on the addition of water or dockage 
to grain. 

Mr. Fountary. Would you be able to estimate what portion of the 
time of your inspectors is allocated to inspecting for adulteration ? 

Mr. Ranxrn. Of all food commodities ? 

Mr. Fountatn. Of all food commodities. I realize it would be a 
rough approximation. 

Mr. Ranxry. It would be a third or more. I can supply a more 

accurate figure for the record if you wish. 

Mr. Fountarn. What about grain adulteration ? 





1344 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Ranxin. Grain adulteration would be a portion of that third, 
ane, Mawansom. It would be a very small portion of the third, would 
it not ¢ 

Mr. Ranxrn. It would be a small portion when you consider that 
we “ all other food commodities and drug commodities to deal 
with, 

Mr. Naveuron. Is it true that about all you can do is, when you get 
a report from the Department of Agriculture telling you about the 
existence of a car of grain which appears to be~screenings or some- 
thing that it would be illegal to mix into good grain, that you send 
a notice to the owner of that car? Is that essentially about the limit 
of your activities? 

Mr. Ranxrn. That is not quite the way it works, Mr. Naughton. 
In connection with our sanitation program, our inspectors do ex- 
amine many carloads of grain for filth, and at the same time that they 
are examining those for filth, almost 17,000 in 514 years, of course, 
they keep alert for other types of contamination. If we should find a 
car that had been loaded up with screenings, we would take action 
on it. 

Also, we do get reports not only from the Department of Agricul- 
ture but from better elements of the grain trade about cars that are 
contaminated in one way or another, and we follow up on those. But 
it is true that the amount of time we spend on dockage or on water 
is almost none. 

Mr. Naveuron. I cannot say we would quarrel with that allocation, 
in view of your other responsibilities. 

Mr. Fountain. What procedures, if any, are followed by Food 
and Drug Administration to prevent adulteration of grain in export 
channels 

Mr. Ranxin. We do not have a program, sir, to prevent adultera- 
tion of grain in export channels. The reasons for that are twofold: 
First, section 801(d) of the Food, Drug, and Cosmetic Act provides 
that a food intended for export shall not be deemed to be adulterated 
if it is in accord with the specifications of the foreign purchaser, does 
not violate the laws of the country to which it is being exported, and 
is clearly branded for export. 

So that creates a great loophole that allows products which we 
would not permit in this country to move legally outside the country. 
Upon occasion, once or twice, when we have Tent a shipment marked 
for export that. we were satisfied did not accord with the laws of the 
foreign country, we have tried to bring legal] actions to stop the prac- 
tice. The courts were not sympathetic to that attempt. As a result, 
we have no program on food going across the seas except that if we 
find food that is poisoned and clearly would be a hazard to health, we 
would immediately notify the receiving country either directly or 
through the State Department. 

Mr. Founratn. You are referring to section 801(d) of the Federal 
Food, Drug, and Cosmetic Act ? 

Mr. Ranxrn. Yes, sir. 

Mr. Naveuton. You have no way of knowing what the laws of 
the foreign countries are so as to know whether or not these ship- 
ments are in accordance with the laws, do you ? 
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Mr. Ranxin. We can obtain copies of the laws of foreign countries 
through the State Department yes, sir. 

Mr. Naveuton. But, as a matter of fact, you have no program for 
doing that? 

Mr. Ranxin. We do not. 

Mr. Naucuron. I recognize the difficulties you have in the matter 
of enforcement with a limited staff. What is your opinion of the 
practice of shipping grain overseas which would be unfit for human 
consumption in this country or would be considered adulterated ? 

Mr. Ranxin. We think it is a r practice to ship any product 
overseas that is not allowed in this country. A few years ago we 
supported a bill before the Congress, the Van Zandt bill, which would 
have eliminated the loophole I pointed out in section 801(d). That 
bill did not pass. 

Mr. Founrarn. What did that bill provide, in substance ? 

Mr. Ranxxy. In brief, as I recall it—it has been some years since I 
read it—that bill would have provided that merchandise not legal in 
this country could not be exported to foreign countries, merchandise 
under our jurisdiction. 

Mr. Naucuron. Is one of your problems in enforcement determin- 
ing whether a car of grain is actually in interstate commerce ? 

Mr. Ranxrn. That determination has to be made. I would not say 
it isa major problem; no, sir. 

Mr. Naueuton. But when it actually gets into the elevator, it 
might. be, if it is commingled in there with other grain ? 

Mr. Ranxry. You are quite right. Grain is mixed, it may be in 
one bin today, it nay be spread in a half dozen bins tomorrow. We 
do have some problem there of determining the exact identity of 
grain in large elevators. 

Mr. Naueuron. I take it you have no program for inspection of 
port elevators to ascertain whether water is being played on the con- 
veyor belt as the grain is being loaded or whether trash or dockage is 
being dumped in ? 

Mr. Ranxrn. We have no such program. 

Mr. Fountarn. What kind of coordination, if any, is there between 
Food and Drug Administration and the Department of Agriculture 
to prevent adulteration of grain? 

Mr. Ranx1n. You are speaking of adulteration from dockage and 
water ? 

Mr. Founrarn. Yes. 

Mr. Ranx1n. The agreement I mentioned has been in effect for a 
great many years. We have had Agriculture call our attention to 
instances in which grain containing excessive unfit material was not 
diverted from human food channels and upon occasion we have had 
to bring seizure actions. 

In addition, the Department of Agriculture called our attention a 
few years ago—this was in 1949—to a practice that had developed of 
so-called plugging cars of grain. A plugged car of grain is one that 
has a low quality grain spread out in some portion of the car and that 
is covered over with high quality grain. It may be low quality on the 
bottom with a large quantity of good grain on top, or the bad quality 
grain may be stovepiped into the car, cylinders put into the car and 
the unfit material run down into the load of good grain. 
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After Department of Agriculture mentioned that to us, we con- 
sulted with them and developed a memorandum of understanding— 
I have a copy which I will be glad to present, if you wish. 

Mr. Fountarn. Thank you. 

(The document referred to follows :) 


MEMORANDUM OF UNDERSTANDING BETWEEN THE F'00D AND DRUG ADMINISTRATION, 
FEDERAL SECURITYAGENCY, AND THE GRAIN BRANCH, PRODUCTION AND MARKET- 
ING ADMINISTRATION, U.S. DEPARTMENT OF AGRICULTURE 


Grain in which a substantial amount of unsound grain, screenings, or other 
grain of lower market value is covered over by or concealed under sound grain 
is adulterated, and the shipment of such grain in interstate commerce is a viola- 
tion of the Food, Drug, and Cosmetic Act. The Food and Drug Administration 
ordinarily does not receive information regarding violations of this nature in 
time to permit effective action. Moreover, the Food and Drug Administration 
does not have facilities to adequately police these practices. 

The Grain Branch is interested in the prevention of this type of adulteration 
because of its adverse effect upon the correct inspection and grading of grain 
under the U.S. Grain Standards Act. The inspection and grading of grain is 
based on samples which can be obtained in the regular course of sampling. Some 
cases of adulteration are found in the regular course of sampling and grading, 
but it frequently happens that the low quality is concealed in the bottom part 
of the car below the depth which can be reached with the grain probe. This 
results in an incorrect inspection and grading of the carlot and the issuance of 
an incorrect certificate of grade which is accepted by the grain trade as being 
valid evidence of the quality of the grain in the entire carlot. The presence of 
the unsound grain, screenings, or other grain when concealed at the bottom of 
the car is frequently not discovered until the car is being unloaded. 

Any effort to discourage and prevent this type of violation appears to require 
the cooperation of the two agencies. Prompt action by field forces of both 
agencies is essential. Unless immediate action is taken by the district grain 
inspection supervisor and district food and drug officers, seizure or other action 
under the Food, Drug, and Cosmetic Act will be impossible. 

It is mutually agreed by the two agencies that the following plan of operation 
shall be established as soon as practicable for action under the Food, Drug, 
and Cosmetic Act against adulterated carlots of grain in those markets in which 
a district grain inspection supervisor and a district office of the Food and Drug 
Administration are located, and that the plan will be extended to other points 
as rapidly as satisfactory means can be found for handling adulterated carlots 
of grain at other points if this be found necessary: 

District grain inspection supervisors who have been authorized to perform 
work under this plan will report the pertinent facts to the food and drug ad- 
ministration district headquarters office in whose territory the violation is 
encountered. The chief of district of the Food and Drug Administration will 
take immediate action under the Food, Drug, and Cosmetic Act if in his opinion 
the facts presented by the district grain inspection supervisor warrant such 
action. 

While it is recognized that the Food and Drug Administration has full legal 
responsibility for the initiation and prosecution of actions arising because of 
such violations, the Grain Branch will assist by furnishing such pertinent in- 
formation as is available to it under the administration of the U.S. Grain 
Standards Act. Grain Branch employees, upon proper request, will be witnesses 
to testify in court actions brought under this program. All questions of inter- 
pretations of the Food, Drug, and Cosmetic Act will be referred to the Food 
and Drug Administration district headquarters. 

This program will be initiated at one or two points at which such violations 
have been most frequently found in the past and each agency, after consultation 
with the other, will issue instructions and procedures to its own personnel for 
the cooperative efforts. 

P. B. Dunsar, 
Commissioner of Food and Drugs. 
Leroy K. SMITH, 
Director, Grain Branch. 
SEPTEMBER 1, 1949. 
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Mr. Ranxin. This memorandum, dated September 1, 1949, was 
signed by the Commissioner of Food and Drugs and the Director of 
the Grain Branch of the Department of Agriculture. It outlines a 
program whereby the Department of Agriculture would assist us 
in dealing with plugged cars of grain. We have received excellent 
assistance from the Department in the years since that time. 

I would say there is a good program of cooperation between the 
two agencies. Pa.) 

Mr. Founratn. Do you feel that your system of coordination and 
cooperation is adequate? I will add “within your present capabil- 
ities.” 

Mr. Ranxin. That is a difficult question to answer, Mr. Chairman. 
If I may I would like to do more than give a yes or no answer. 

Mr. Fountarn. Go right ahead. 

Mr. Ranxin. The question as to whether the program is adequate 
hinges upon the _— of the agency. Our purpose, of course, is 
to apprehend and remove from the market adulterated grain and in 
other ways serve as a consumer protective agency. We would like 
to have 4,000 inspectors rather than 400 inspectors to do that. We feel 
we can properly use them. 

We would be glad to use every inspector that the grain service has 
if they would let us have them to accomplish the purposes of the 
Food, Drug, and Cosmetic Act. 

The purpose of the Grain Branch of the Department of Agricul- 
ture, as I understand it, is to provide standards that will aid the 
orderly marketing of grain. We welcome all the assistance we get 
from the Department of Agriculture in connection with our work 
from its employees. I could not speak for the Grain Branch as to 
whether it could afford us any more assistance than it has afforded 
in the past. 

Mr. Fountain. Mr. Langen? 

Mr. Lancen. Thank you, Mr. Chairman. 

If I may go back for just a moment or two to some of the state- 
ments you made earlier. I noted that you stated that the addition 
of a low-quality food to a food of higher quality, in referring to grain, 
was noticed. Hew do you determine that wheat in one category is 
higher quality than another ? 

Mr, Ranxin. One example would be the addition of frost-damaged 
wheat to mature wheat that is not frost damaged. The frost-damaged 
kernel becomes shriveled. While the food quality is not impaired, 
the milling quality is impaired. You have to grind off a lot of the 
berry to get rid of the coat down in the crevices. 

The addition of frost-damaged wheat to sound wheat without 
appropriate notification to the purchaser would, in our opinion, adul- 
terate the wheat. 

I should point out that that is not a health hazard but an economic 
type of violation. It is in the category where we have done very little 
in the wheat field. 

_Mr. Lancen. Do we not get into an area that is almost an impos- 
sibility to determine exactly what is happening? Suppose you add 
some 52-pound wheat to some 60-pound wheat and come out with 
93-pound wheat? Is that considered a violation of anything? 
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Mr. Ranxrn. That is not the type of mixing to which I was refer- 
ring. We have not concerned ourselves with the weight of the wheat 
being blended. We have no program on that at all. If there is a 
program that is undertaken by the Grain Standards Division admin- 
istered by the Department of Agriculture. 

Mr. Laneren. This is probably not relative for this purpose but 
I ask it for my own information. In other words, then, it would be 

ossible to take a wheat which has rust damage, for instance, which 
fies as low a weight as 40 or 42 pounds, sprinkle a little of this among 
good, high quality 60-pound wheat, and that is no violation ? 

Mr. Rankin. I am sure I would be reluctant to agree that that is 
no violation. 

If I may refer to the section of the Food, Drug, and Cosmetic 
Act that is in point I believe it will help explain the situation. 

Section 402(b) provides that a food is deemed to be adulterated if 
any valuable constituent has been in whole or in part omitted or 
abstracted therefrom, or if any substance has been substituted wholly 
or in part therefrom; or if damage or inferiority has been concealed 
in any manner. 

At that point your rust-damaged wheat, which is inferior, if mixed 
with a large quantity of sound wheat, would appear to have damage 
and inferiority concealed, and in that way the entire batch of wheat 
would be adulterated under the pure food law. 

Additionally— 
food is adulterated if any substance has been added thereto, or mixed or 


packed therewith, so as to increase its bulk or weight, or reduce its quality or 
strength, or make it appear better or of greater value than it is. 


I believe that - mixing of wheat that misleads the purchaser by 


making him think he is getting a better quality wheat than he really 
is, would constitute an adulteration of the pure food law. 

Mr. Laneen. The reason I am curious about this is because of the 
statement of the quality of food. We now get into another area, the 
matter of protein content. Is it not true in many instances that you 
may find a wheat with a really low-test weight which has an excep- 
tionally high protein content ? 

Mr. Ranxrn. I donot know the answer to that, sir. 

Mr. Lancen. So it is within the realm of possibility that you 
might be able to add a low-test quality wheat which has an exception- 
ally high protein content and to a degree actually improve the wheat ? 

Mr. Ranxrn. I do not know the answer to that question, sir. 

Mr. Fountarn. I doubt the person mixing the wheat would know or 
have sufficient information to be able to determine the content of 
protein, would he? 

Mr. Lancen. Protein tests are made regularly and anyone can 
get a protein test made at any time by sending it to the State. That 
1s @ very common practice. Asa matter of fact, the price factor very 
often is determined on the extent of protein contained in the wheat. 
It is for that reason I asked the question. 

If I may ask one further question in this connection: We have a 
number of State inspectors who determine grade and quality of grain 
as they come into the elevators. Is there any relationship between 
these State inspectors and your operation? Do they report to you 
at any time if they find discrepancies? 
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Mr. Ranxin. The relationship varies with the States. We have 
no supervisory authority over the State inspectors. Our field offices 
do keep in touch with the State enforcement agencies in this field and 
in other fields. 

In some States we find that the State inspectors are quite cooper- 
ative with the Food and Drug Administration and give us a great deal 
of assistance. In other States we find that the State inspectors do 
not have time to give us any help. 

Mr. Lancen. One series of questions on another matter. There 
was a question relative to the addition of water. I see no reason 
why water should be added to wheat other than to gain weight. We 
also get into another obvious practice. Suppose you have some wheat, 
and T am using wheat merely as an example, with a moisture content 
of 16 percent added to a quantity of wheat which has a moisture con- 
tent of 10 percent. You come out with a mixture which now has 13 
percent. As I recall it 13 percent is well within acceptable standards. 
Is this any kind of violation? 

Mr. Ranxrn. The question from the standpoint of the pure food 
law would be whether the consumer or the purchaser knows what he 
is getting. If the purchaser wants a 13 percent moisture content in 
his wheat, the specifications provide for that and he is billed for 13 
percent moisture wheat, then I believe there would be no violation of 
this act. 

If the purchaser expects a 10-percent moisture wheat and is supplied 
a 13 percent moisture wheat labeled as 10 percent, I think there would 
be a violation. 

Mr. LanceEn. I should certainly agree with that. In that instance 
is the violation based on the fact of the representation that may be 
given to the buyer as to the moisture content? 

Mr. Ranxrn. Let me explain very briefly the purpose of the pure 
food law. We think it is to protect the consumer, largely in those 
areas where the consumer is unable to protect himself. It differs in 
that respect from a grade standards law whose purpose is to provide 
standards to aid the orderly marketing of food products. Since there 
are grade standards on wheat enforced by another Government agency 
we have given very little attention to that field. 

We do give attention, however, to the moisture content of flour. 
a housewife has no method of determining moisture content of 

our. 

It is a common practice in flour mills to temper the wheat before 
milling, that is, add moisture to it to aid in the milling process. 

In order to promote honesty, fair dealing, and protect the consumer, 
we have established a food standard for wheat flour which limits the 
amount of moisture that may remain after milling to 15 percent. In 
= way we accomplish the consumer protection activities of this 
aw. 

Mr. Laneen. That is all, Mr. Chairman. 

Mr. Fountarn. I think what Mr. Langen was asking is whether the 
mixing of wheat with 16 percent moisture content with 10 percent 
moisture content wheat, ending up with 13 percent, in and of itself 
constitute adulteration prior to the representation ? 

Mr. Rann. No, sir, it does not in my opinion. 
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home Fountain. So it depends on the representation made there- 
after 

Mr. Ranxr. That is right. I think the addition of dockage would 
constitute adulteration regardless of transactions thereafter. 

I think filth would constitute an adulteration if the wheat was 
moved for human food. 

Mr. Founrarn. Or the addition of moisture in the form of water? 

Mr. Ranxin. That is right. 

Mr. Lancen. Suppose, then, that you have two lots of wheat, one 
with 5 percent dockage of a foreign material with another with 
practically no dockage, and those two are mixed? 

Mr. Ranxin. That is the situation I referred to, perhaps it is not 
a good illustration of it, but that is the situation which occurs when 
a carload of wheat is plugged. An elevator will run low grade wheat 
in on the floor of the car, say 10 percent of the car filled up with low- 
grade wheat, and the rest of the car will consist of high-grade wheat, 
and it isshipped as high-grade wheat. 

We have made a number of seizures of cars handled in that manner. 
We regard that as an adulteration. 

Of course, if you want to mix the two kinds of wheat and sell them 
for animal food under proper labeling, that is a different proposition. 

Mr. Lancen. I can see where that kind of a mixture or that kind of 
a blending can take place without literally plugging the car, because 
the two can be mixed together and you have the same result there as 
we were talking about in moisture a moment ago. You could end up 
with a class of wheat which now had 3 percent dockage, starting with 
one class that had 1 percent and another class that had 6 percent. 

Mr. Ranx1n. I see your point. I do not think the pure food law is 
intended to prevent the blending of wheat, the proper blending of 
wheat, which does not add extraneous trash, filth, water. 

Mr. Naveuton. Isn’t the basic difference that wheat with 16 per- 
cent moisture in it is still good wheat even though it may have a 
higher moisture content, so when you place wheat of a higher moisture 
in with wheat of a lower moisture you are blending two different lots 
of wheat, whereas if you add water you are adulterating the grain 
with a foreign substance? 

Mr. Rankin. That would be the difference. 

Mr. Naveuton. You are adding a substance that is not wheat in 
with wheat. Is that the major difference? 

Mr. Ranxin. That would be a major difference, yes. 

Mr. Founrarn. I have no other questions of Mr. Rankin. 

Unless you have anything you want to add by way of supplement to 
anything you have already said in response to specific questions, that 
is all we have of you. 

Is there any further information you want to give on the subject 
knowing the purpose and nature of our inquiries? 

Mr. Ranxin. I believe our position in this area has been well set 
forth, Mr. Chairman. 

Mr. Fountain. Thank you very much for coming. 

Mr. Ranxin. Thank you. 

Mr. Fountain. Mr. Bert W. Whitlock, Director, Grain Division, 
Agricultural Marketing Service, U.S. Department of Agriculture. 

We appreciate your presence here this morning, Mr. Whitlock. 
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Please raise your right hand. Do you solemnly swear that the 
testimony you are about to give in this hearing is the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Wurttock. I do. 


TESTIMONY OF BERT W. WHITLOCK, DIRECTOR, GRAIN DIVISION, 
AGRICULTURAL MARKETING SERVICE, U.S. DEPARTMENT OF 
AGRICULTURE 


Mr. Fountarn. Will you describe briefly your position and the 
extent of your experience in the Agricultural Marketing Service and 
in the Department of Agriculture? 

Mr. Wien. I am the Director of the Grain Division of the 
Agricultural Marketing Service and the chief duties of that Division 
of interest here today is the enforcement of the U.S. Grain Standards 
Act. I have occupied this position since May 1955. 

With regard to my experience, I have been in the Department of 
Agriculture in this work for some 43 years this last month. 

I was raised in Kansas and went to school at the Kansas State 
Agricultural College. 

From there I went to Montana, Washington State, and Oregon, and 
later to California. I was in charge of the Grain Division work in 
eight Western States for 35 years. In 1923-24 I went to Japan and 
China for the Department of Agriculture on a trade promotion 
mission. 

In 1931 I was sent to Europe to study markets for malting barley 
and in 1959 I was sent to Europe by FAS and the wheat growers to 
study markets and to evaluate complaints on our grain. Briefly that 
has been my experience. 

The Grain Standards Act authorizes the Secretary to set up stand- 
ards for grain. More important it authorizes the Secretary to revise 
those standards whenever the necessities of the trade requires it. 

During the last 6 years we have been increasingly conscious of the 
need to tighten up the standards to help us in our oversea sales. We 
have reviewed our standards carefully and we have revised those for 
soybeans, wheat, barley, oats, corn, lima beans. We have set up a 
protein testing service for wheat exports to aid foreign buyers in 
selecting the type and quality of wheat required by them. 

We are happy to say that nearly 40 million bushels have been ex- 
ported on this program in the last 18 months. Complaints from 
foreign buyers on the breadbaking quality of our wheat have greatly 
diminished in countries using this service. 

On June 20, 1960, we set up a recleaned designation for wheat which 
would permit a foreign buyer to contract for the degree of cleanliness 
required in our export wheat. We believe that this would put us in a 
better competitive position with Canada and Russia whose wheat is 
said to be much cleaner than ours. 

Mr. Rankin’s statement about our relationship with Food and Drug 
is correct so I will not dwell on that. 

I will try to answer any further questions on the work of the Grain 
Division you may wish to ask. 

Mr. Fountain. Thank you, sir. 


64140—61—pt. 4——-3 





1352 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


I would like to say what I have said heretofore. In spite of the 
need for new blood from time to time, I think it is wonderful we 
have been able to keep in the Department of Agriculture and in so 
many other Government agencies men of experience who have been 
willing to make the sacrifices necessary to stay with the Government, 
I hope the pay raise granted not so long ago will encourage many 
more to stay, particularly those so highly qualified. 

What are the responsibilities of the Agricultural eee aris 
with respect to the quality of grain being exported or shipped in inter- 
state commerce? ata 

Mr. Wurrtock. Our responsibility primarily is to make the neces- 
sary determinations, to draw the necessary samples to determine the 
quality of the grain as it is delivered to a ship. We have improved 
our technique on export loading. 

I would like to offer your committee a copy of the log sheet which 
illustrates our functions during the course of the loading of a ship, 
We draw samples every 5 to 7 minutes during the course of the load- 
ing. Every 30, 40, to 50 minutes we make a cutoff in the a and 
put it through all of our tests. We make a recording of the findings 
on the log sheet. 

These check tests continue throughout the loadings. We know 
what grade the exporter sold and we know the quality and grade of 
his delivery from start to finish. Our rules provide that any material 
deviation in quality during the delivery must be certified separately. 

In other words, if an exporter delivers some No. 3 or No. 4 ona 
contract calling for No. 2 it is certified separately unless it is removed 
from the ship. 

Mr. Fountarn. If there is no objection we will be delighted to 
permit you to introduce that log sheet in the record at this time. 

Mr. Wurrtock. This is sort of a special log sheet because it covered 
the largest cargo of grain ever shipped out of the United States. 
That is 1,614,000 bushels of corn. 

During the course of the loading this log sheet shows that 212 
mechanical and analytical tests were made to determine the quality, 
moisture, the foreign material, and other factors in the corn. 

On this right edge of the page we have the number of examinations 
made for insect infestation. Every 2,000 bushels that went on that 
ship were examined for insects. Samples from every 2,000 bushels 
were sieved and the material that went through the sieve was examined 
for insects. 

Over 800 such examinations were made during the loading of this 
cargo for insect infestation. If found to be infested the corn would 
have been graded “weevily.” 

We think we have rather good control over the quality that goes 
aboard ship; we are proud of the log sheet service. 

About 50 percent of the grain going out goes out at night, which 
complicates the problem. 

Mr. Fountatn. Is this a daily sheet or weekly ? 

Mr. Wurrtock. These log sheets are used on every cargo of grain 
exported. The record starts with the loading of the grain. The first 
entry shows the hour of the day, the hold into which the grain was de- 
livered, shows the sampler who was on the job, the kind of weather, 
the condition of the hold because oil tankers which sometimes are not 
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in good condition are now being used to export grain. It shows 
whether the grain was sampled with an automatic sampling device, 
and whether an automatic trimming device was used. The latter is 
important because the trimming devices do a lot of damage to brittle 
corn. The log sheet shows other pertinent facts. 

All log sheets on all exports are reviewed by our boards of grain 
supervisors. These boards also review samples of every cargo that 
goes out of every export market in the United States. 

There are about 32 such markets in the United States that are 
staffed with licensed inspectors. 

Mr. Founrarn. Would you describe the uniform standards for 
grading grain and the manner in which grain is graded ? 

Mr. Wuittock. We have one set of standards for the whole United 
States, that is one for wheat, one for corn, and soon. There are five 
classes of wheat and three classes of corn, and so on, of course. 

We have approximately 670 licensed inspectors now who are au- 
thorized to inspect grain under the Grain Standards Act. 

The original inspections are not performed by the Federal Govern- 
ment employees. We handle the supervision duties and we are con- 
stantly checking the inspectors’ work. We handle appeals from the 
inspection findings. 

In some cases these licensed inspectors work for the State depart- 
ments of agriculture. Some work for grain exchanges such as the 
Omaha Grain Exchange and the Grain & Cotton Exchange at Galves- 
ton. Some inspectors are private operators. They are licensed and 
conduct grain inspection business as a private business. 

We have a small Federal staff of 277 technical men who supervise 
the work of these 670 licensed inspectors. 

The year before last these inspectors performed 314 million in- 
spections in the United States. They performed inspections on 970 
million bushels of export grain. They performed inspection on 600 
million bushels of grain in and out of barges along the Mississippi 
River. They performed 500,000 inspections on sample inspections 
which are largely samples submitted from the farm areas by the farm- 
ers before they sell their grain and they performed 500,000 truck lot 
inspections. 

The total cost of these inspection services to the public will run 
around $10 million a year, most of which is paid for by the persons 
who request the service. 

Our Federal staff used to supervise 15 percent of the total inspec- 
tions made in the United States, but the volume of business has gone 
up three, four, and five times in the last 20 years. Our staff however, 
has not increased and we are now supervising only about 6 percent of 
the total inspections. We do concentrate as much as possible on the 
export grain, and are supervising 30 to 35 percent of the export grain 
at the present time. Obviously more help is needed by the Grain 
Division to give proper supervision to the work. 

Mr. Naveuron. In connection with the use of licensed inspectors, 
you had some difficulty with that, some irregularities revealed in con- 
nection with the importation of the Canadian grain, did you not? 

Mr. Wuririock. Yes. That concerned situations at Galveston sev- 
eral years ago and before I came to Washington. I have read copies 
of these reports but am not very familiar with the details. 
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One other practice mentioned in the reports of the investigations 
which followed concerned the matter of custodianship of grain at 
certain ports on the Atlantic. The elevators at Boston, New York, 
Philadelphia, and Baltimore at one time were largely owned and oper- 
ated by the railroad companies. These railroad companies would 
employ the chief grain inspector to act as the custodian on all grain 
arriving at that elevator and also on all grain delivered out which put 
the licensed inspector in the position of what we believe to be an inter- 
ested party. He should not have any custodianship of grain at all. 

Five years ago we made the necessary changes in our legal authority 
and stopped that custodianship so there is no custodianship anywhere 
now of grain on the part of a man who holds a license from us. He is 
strictly an inspector. 

Mr. Naventon. Was there some evidence of bribing of grain inspec- 
tors and slugging of cargoes? 

Mr. Wurttock. At Galveston ? 

Mr. Naveuron. Yes. 

Mr. Wurrtock. I believe there was. 

Mr. Fountain. You refer to revelations made before the Senate 
Agriculture Committee? 

Mr. Naveuton. Yes. 

I believe there was an indication that the manager of one of the 
elevators which was municipally owned had received something like 
$100,000 from the companies which were shipping grain through there 
in connection with the manner in which he was loading out cargoes. 

At the present time do you have any licensed inspectors who are 
employees of municipaliy owned or State owned ports? 

Mr. Wuirttock. Yes; I think in several places the elevators are 
owned by a city or perhaps by a State. Was that your question ? 

Mr. Naventon. Yes. 

Mr. Wurrtock. I would believe there are; yes. 

Mr. Naucuton. Are the inspectors who inspect the cargo going out 
of oer municipally owned or State owned ports employees of the port 
itself ? 

Mr. Wuittock. In some cases I believe they are. 

Mr. Naveuton. Would it be illegal for the port manager in a case 
like that to have an interest in one of the firms which was shipping 
grain through the port? 

Mr. Wurirtock. I would say it would be unethical at least and prob- 
ably illegal for him to have a license from us to grade grain if he had 
an interest in the port property. 

Mr. Fountatn. Please raise your right hand, Mr. Pickard. Do you 
solemnly swear that the testimony you are about to give in this hearing 
is the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Picxarp. I do. 


TESTIMONY OF HOWARD B. PICKARD, ASSISTANT TO THE DEPUTY 
GENERAL COUNSEL, U.S. DEPARTMENT OF AGRICULTURE 


Mr. Picxarp. I am Howard B. Pickard. 

Mr. Naughton’s question related to the illegality of the manager 
of a port elevator also having an interest in the firm shipping grain 
into the elevator. Is that correct? 
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Mr. Naveuton. Yes. 

Mr. Pickarv. That would be a question primarily of State law with 
respect to the licensing of grain warehousemen, Mr. Naughton, unless 
the elevator was licensed under the U.S. Warehouse Act, in which case 
the Department of Agriculture would be interested. 

Mr. Naveuton. Let me set up this situation. Assume that we have 
a State or municipally-owned elevator which employs an individual to 
manager that elevator. That manager is the employer of the licensed 
grain inspectors who are inspecting the cargoes going out of that port. 

Would it be considered illegal for such an individual to have an 
interest in one of the firms which was shipping grain through that 
port and having its cargoes graded by the inspectors who worked 
for him ? 

Mr. Picxarp. I believe Mr. Whitlock just explained that 5 years 
ago the Department prohibited the arrangement of custodianship by 
any licensed inspector, so that a licensed inspector now cannot have 
any control over warehouse operations or custodianship of the grain. 
That would probably include any interest in the grain. 

Mr. Wuittock. It certainly would. 

Mr. Naveuton. I am not speaking of a licensed inspector but a port 
manager who might be the licensed inspector’s boss. Would it be 
considered proper for him to have an interest in one of the firms 
shipping grain through the port ? 

Mr. Picxarp. I don’t know whether the port manager could be the 
licensed inspector’s boss under those circumstances. 

Mr. Naueuton. I don’t know whether he could or not. 

Mr. Picxarp. Mr. Whitlock, could the manager of the elevator be 
the boss of a licensed inspector ? 

Mr. Wurttock. No. 

Mr. Navenrton. I refer to a situation involving a port which is 
municipally or State operated which may have two or three companies 
which have facilities there and ship grain through there for export. 
Do you have situations where in that kind of a situation the port 
itself employe the licensed inspectors who inspect or weigh the cargoes 
going out ! 
<j Fountain. And the manager has supervision over the inspec- 
tors 

Mr. Naventon. Yes. 

Mr. Wuirtock. No case anywhere that. I know of where a manager 
has supervision over the inspectors regardless of by whom they are 
employed. 

Mr. Naveuton. Would they be hired and fired by the port au- 
thority ? 

Mr. Wuittock. No; not tomy knowledge. 

Mr. Naveuton. Could you check on that? 

Mr. Wuiriock. We can give you a list of the inspection points. 

(Discussion held off the record. ) 

Mr. Pickarp. The licensed inspectors would not come under the 
supervision of the manager of the port elevator. They could be em- 
ployees of the State, and they could be employees of the port authority, 
es Lg Could they be, Mr. Whitlock ? 

Mr. Wurtiock. Well, it varies some. The New York Produce Ex- 
change has an inspection department but no management of any 
elevator properties. 
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Mr. Naveuton. The port itself has no elevator properties. There 
are several which rent from the port. This is a hypothetical situation. 

Mr. Picxarp. Of course, under that hypothetical question the port 
would not be operating an elevator but merely would be the owner of 
facilities. 

Mr. Naveuton. But the port would be employing the inspectors. 

Mr. Pickarp. Under the hypothetical question ? 

Mr. NaveuTon. Yes. 

Mr. Picxarp. I suppose it is possible if the port authority did not 
operate the elevator. I don’t know whether Mr. Whitlock is familiar 
with any such case. I understood it was a hypothetical question. 

Mr. Navecuron. Yes. In that kind of situation would it be consid- 
ered proper for the port manager, who may be the boss of the licensed 
inspectors, to have an interest in one of the companies which is renting 
space and shipping grain through the port? 

Mr. Picxarp. I think since we are in the area of hypothesis we could 
submit an answer in writing on that question. 

Mr. Naveuton. Fine. 

(The information is as follows :) 


The U.S. Grain Standards Act and regulations issued thereunder pro- 
hibit a licensed inspector from being interested, financially or otherwise, in 
any grain elevator or warehouse or in the merchandising of grain and also pro- 
hibit any licensed inspector from being in the employment of any person or cor- 
poration owning or operating a grain elevator or warehouse. Therefore, it would 
be legally improper for a licensed inspector to be employed by the manager of a 
grainelevator. So far as we are aware, there is no existing situation in which the 
act and Department regulations are being violated in this respect. Section 7 of 
the U.S. Grain Standards Act (7 U.S.C. 81) provides as follows: 

“No person licensed by the Secretary of Agriculture to inspect or grade grain 
or employed by him in carrying out any of the provisions of this chapter shall, 
during the term of such license or employment, be interested, financially or other- 
wise, directly or indirectly, in any grain elevator or warehouse, or in the mer- 
chandising of grain, nor shall he be in the employment of any person or corpora- 
tion owning or operating any grain elevator or warehouse.” 

The regulations issued under the act (7 C.F.R. 26.23) provide that: 

“Inspector not to be interested in grain. No licensed inspector shall be in- 
terested, financially or otherwise, directly or indirectly, in any grain elevator or 
warehouse, or in the merchandising of grain, including the binning, mixing, 
blending, drying or other preparation of grain for purposes of warehousing, stor- 
age, shipment, or otherwise, nor shall he be in the employment of any person 
or corporation owning or operating a grain elevator or warehouse, nor shall he 
issue a certificate of grade for any grain in which he is directly or indirectly 
financially interested.” 


Mr. Founta1n. Does the AMS inspection service have any responsi- 
bility concerning prevention of adulteration of grain in interstate com- 
merce ? 

Mr. Wurttock. No, Food and Drug does. 

Mr. Fountain. Do AMS inspectors regularly check the inside of 
elevators which are loading or receiving grain in an effort to make 
certain that the grain is not adulterated through the addition of water, 
low-grade grain, or trash ? 

Mr. Wuirtock. That is not our authority. 

Mr. Navenron. It is possible, is it not, for grain to be adulterated, 
for example, low-moisture grain which might be 8 or 9 percent mois- 
ture, to be adulterated through the addition of 2 or 3 percent water, 
and still fall well within the standards of No. 1 grain even though it 
has been adulterated ? 
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Mr. Wuittock. Yes; in some sections of the country. 

Mr. Naventon. And also if there is a maximum tolerance of 1 per- 
cent dockage and grain comes in which has no dockage, it is possible 
for that to be adulterated through the addition of trash or dockage 
and still come within the standards for No. 1? 

Mr. Wurttock. Yes. 

Mr. Naueuton. And since your inspectors, those you supervise, do 
not make checks on the insides of elevators, it would be te 
sible that grain was adulterated but all they would see would be the 
final product which would qualify as No. 1. 

Mr. Wuitiocs. That is right. 

Mr. Foonratn. This washing of wheat is interesting to me. I 
wonder if you would describe the manner in which wheat is washed 
in elevators in the Pacific Northwest ? 

Mr. Prcxarp. Mr. Chairman, may I say that Mr. Whitlock recalled 
an official publication of the Department of Agriculture on this very 
subject. He did not have a copy of that available in his office and he 
has not seen it for several years but we were able to get a copy from the 
Department of Agriculture Library. We request permission to make 
acopy of this and put it in the record at a later date. 

Mn Whitlock has not read this for a number of years but I am sure 
there is information here he might like to refer to in connection with 
his testimony. 

(The information requested is as follows :) 


[Circular No. 81, August 1929, U.S. Department of Agriculture, Washington, D.C.] 
REMOVING SMvutT F'RoM PaciFic NORTHWEST WHEAT BY WASHING 


(By E. N. Bates, senior marketing specialist, G. P. Bodnar and R. L. Baldwin, 
assistant marketing specialists, Grain Division, Bureau of Agricultural 
Economics) 

INTRODUCTION 


Stinking smut is found to some extent wherever wheat is raised in the United 
States, but the disease is especially prevalent in the wheat-producing sections of 
the Pacific coast because of the dry farming methods used there. 

Wheat must be thoroughly cleaned of all smut before it is milled into flour, 
for any attempt to mill smutty wheat without removing the smut results in the 
production of flour with a disagreeable odor and a poor color. Bread and other 
products made from such flour are similarly affected. 

It is usually considered unsafe to blend even slightly smutty wheat with 
clean wheat in an attempt to “work off” some smutty wheat without cleaning it. 
There is grave danger that the smutty wheat so blended will cause the whole 
mixture to be classified and graded as “smutty.” Hence, it would seem that 
the only safe procedure with smutty wheat is to clean it regardless of the quan- 
tity of smut it contains and regardless of whether it is to be used directly for 
milling flour or is to be sold as wheat. 


SMUTTY WHEAT IN PACIFIC NORTHWEST 


In general there appears to have been an increase in the quantity of smut 
found in wheat of the Pacific Northwest from 1920 to 1924 in spite of extended 
publicity given to the improved control methods which have been developed by 
the research departments of the U.S. Department of Agriculture and the State 
agricultural colleges and experiment stations. In the 1925 season, because of 
winterkilling, there was a large increase of spring-wheat seeding in the Pacific 
Northwest, which is usually given as the cause of the marked reduction in smut 
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that year. It is notable that the spring wheat grown in that region contains less 
smut than does the winter wheat. 

The Oregon State Grain Inspection Department statistics regarding smutty 
wheat inspected are given in table 1. The statistics refer to wheat received and 
graded at Portland and Astoria, the two terminal markets in Oregon; but the 
figures may be considered as a good indication of the smut condition of the total 
wheat crop of the Pacific Northwest, including Oregon, Washington, and Idaho, 
as wheat from all three of these States comes to Portland. The combined 
wheat production of these States for the last 7 years has averaged approximately 
87 million bushels per year. On the basis of 0.494 percent as the average smut 
dockage (as shown in table 1), it would appear that for the 7 years indicated 
there was a yearly average of 25,786,800 pounds of smut dockage in the wheat 
crop of the Pacific Northwest. Incidentally, this weight of smut dockage when 
loaded into freight cars at 50,000 pounds per car would require 516 cars for its 
transportation each year from the country point to the terminal. 


TABLE 1.—Smut in wheat inspected in Oregon, 1920-26 


Average per- 

Wheat inspected! | centage of smut 
dockage in— Com- 
puted 
smut 
Per- dockage 
centage|Smutty| Total | assumed 

ed | wheat | wheat 

smutty 


1,000 
Bushels | Percent|Percent|Percent| pound 
26. 0 87 | 0.226 


43.5| 1.01 
46.5 1.10 
: 40 


29, 647, 576 4, 024 


1 Compiled from the annual report of the Oregon State Grain Inspection Department. 
3 Computed from statistics given in the annual report of the Oregon State Grain Inspection Department. 


PREVIOUS METHOD OF REMOVING SMUT 


Until recent years the use of the scouring machine was the only method com- 
monly used in grain elevators and mills for removing smut from commercial 
wheat, and this method is still used to a considerable extent. Scouring is a 
continuous process and consists of a violent agitation of the wheat by rotating 
beaters in a stationary steel-jacketed cylinder. A current of air is allowed to 
flow to the inside of the cylinder, whence it is drawn through the wheat and out 
through narrow openings in the steel jacket. By this method, the smut spores 
and fine particles of bran, which are removed from the wheat kernels by the 
scouring process, are quickly drawn through the jacket openings and away from 
the wheat. 
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To make the scouring action more effective, lime or plaster is usually added 
to the wheat before scouring. The lime or plaster acts as an abrasive. After 
being scoured the wheat has a rough, starchy feeling because of a roughened 
bran coat and the presence of a very small part of the lime or plaster which 
remains with the wheat. The test weight per bushel of the wheat is usually 
slightly increased by scouring. The increase in test weight is more pronounced 
when lime or plaster is not used. 

Wheat on the Pacific coast is ordinarily very dry and brittle. Probably the 
most serious objection to scouring such wheat for the removal of smut is the 
excessive loss in weight because of the cracking and abrasion of the kernels 
caused by the violent action of the rotating beaters in the scourer. 

The scouring method of removing smut from wheat usually is effective and is, 
in general, satisfactory in most cases. As scouring is a dry process, it naturally 
has some advantages over washing because in the washing method when smut 
is removed from wheat that contains a high percentage of moisture, subsequent 
drying of the grain may be necessary. 

Seourers alone are still used extensively in mills and elevators for removing 
smut from commercial wheat, but the well-equipped cleaning plant should be 
able either to scour or to wash smutty wheat, and if the plant is located in a 
section in which the wheat ordinarily has a high moisture content, it should 
also be equipped with a commercial dryer. 


PURPOSE OF THE INVESTIGATION 


Investigation of washing with a single-cylinder washer for the removal of 
smut from wheat of the Pacific Northwest was undertaken to determine whether 
the washing method is effective in removing smut from wheat, to determine 
what effect washing has on the grading quality of the wheat, and to ascertain the 
economic advisability of the washing method as compared with the dry scouring 
method for removing smut from commercial wheat or wheat that is bought and 
sold on the market. 


WASHING METHOD OF CLEANING SMUTTY WHEAT 


The washing method of removing smut from wheat has been in use in flour 
mills for many years as a part of the process of preparing wheat for milling, 
but only in recent years has the washing method of removing smut been used 
in elevators for preparing wheat for the domestic and export trade. 


WASHING SMUTTY WHEAT FOR MILLING 


The washing of wheat for grinding in a flour mill is different in some respects 
from the washing of commercial wheat. The purpose of the washing process 
in a mill is to leave the washed wheat not only free of smut but also in the most 
favorable condition for grinding. Roughly speaking, this means that the wheat 
after washing should be as free from smut and dirt as possible; and if the 
wheat is to be ground immediately it should contain a relatively large, but 
definite, percentage of moisture. Therefore, when the original moisture con- 
tent of the wheat is below what is needed for milling, the addition of water is 
necessary and may be at least partly accomplished in the washing process. 


WASHING WITH A DOUBLE-CYLINDER WASHER 


The double-cylinder washer (fig. 1) is the type generally used for washing 
wheat in flour mills. In the mixing tank, A, on the washer shown in figure 1, 
and in cross section in figure 2, the wheat to be washed is throughly drenched 
before it enters the lower cylinder of the washer. Wheat that enters the mixing 
tank drops into a hopper from which its flow is controlled by a valve. Water 
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The inside construction 
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from a pipe, controlled by a valve, is spouted on to a baffle board along which 
the grain coming from the hopper also slides. A second baffle board, changing 
the direction of flow, throughly mixes the wheat and water. After this mixing 
the drenched grain enters the lower cylinder of the washer. 

The beaters, G, of the lower cylinder (fig. 1), rotate rapidly in the direction 
indicated by the arrow on the pulley. After entering the lower cylinder from 
tank A, the wheat is violently agitated in its drenched condition and is pro- 
pelled toward the pulley end of the cylinder by the spiral beaters G. When the 
wheat reaches the first perforated section of the cylinder, the whizzing action 
removes the wash water and its accumulated smut spores and dirt from the 
wheat. Water for rinsing the wheat enters the washer through pipe L. Here, 
for a short interval, the wheat is again drenched, is mixed, and then is whizzed 
over another perforated section of the cylinder, which removes the rinsing water. 
The wheat is then thrown by centrifugal force from the straight portion, H, 
of the beaters through a connecting pipe (not shown in fig. 1) into the upper 
cylinder. 

- water is admitted into the upper cylinder, made of perforated metal 
throughout its entire length and known as the whizzer or drier. In this cylinder 
the spiral beaters violently rub the wheat against the inside of the cylinder, 
throwing off the moisture that is on the surface of the kernels and at the same 
time propelling it toward the left end of the cylinder, where it is expelled from 
the machine through a pipe not shown in figure 1. The vanes, K, in the ends of 
the cylinders rotate with the main shaft and produce a movement of air into 
the cylinders, which passes out through the perforations with the wash water 
leaving the cylinders. The perforations in the cylinders are round and are 
approximately five-and-one-half sixty-fourths of an inch in diameter. 

When they are cleaning wheat for grinding, millers are conscious of the 
fact that they are preparing a food product that will have passed beyond 
the possibility of further cleansing when it is ground into flour. No effort 
is spared to make the wheat as clean before it is ground as are foods that are 
prepared in the home. 


WASHING SMUTTY WHEAT FOR COMMERCE 


Wheat usually changes hands many times before it is finally ground into 
flour, and each year many millions of bushels of smutty wheat are cleaned and 
shipped to foreign and domestic markets to be ground into flour. In transac- 
tions that involve smutty wheat the early elimination of the smut, without need- 
lessly lowering the grade and market value of the wheat, is highly desirable. 
The price of wheat is usually based on its class and grade according to estab- 
lished Federal grain standards. These standards specify certain limiting factors 
which assure the buyer that the wheat of any grade is not below a certain 
quality. 

Anyone who attempts to remove smut from the wheat by any process which 
will put the wheat in such condition that it can be sold as clean wheat, without 
the dockages and discounts attached because of smut, must be paid for the 
operation, at least to an extent sufficient to offset the cost of the cleaning. In 
the process of cleaning smutty wheat, if some grading factor is so affected that 
the wheat is thrown into a grade lower than that on which it was bought, a 
part of the advantage of removing the smut may be lost, and the operation may 
even at times prove unprofitable. 
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FicurE 2.—Mixing tank for washing machine. Cross section of a standard 
mixing tank in which smutty wheat is thoroughly drenched with water before 
it enters the washer. 


Drying the wheat is recommended for any wheat that has after washing a 
moisture content in excess of 13.5 percent for winter wheats and in excess of 14 
percent for spring and durum wheats. 

Wheat that, because of having been washed, has a dull, frosted appearance, or 
an objectionable odor, or an unnatural feeling, may, when it is inspected and 
graded, have the notation “washed” or “treated” added to the inspection certifi- 
cate by the grain inspector. As such a notation on the inspection certificate may 
cause the wheat to sell for a lower price than could be obtained for it if it were 
not labeled “washed” or “treated” every wheat-washer operator endeavors so to 
handle his washed wheat that it will not receive a “washed” or “treated” nota- 
tion when it is inspected by a grain inspector. 

The dull, frosted appearance of wheat, sometimes caused by washing, is due to 
a roughening of the bran coat of the wheat. Soft wheats are more likely to 
roughen when washed than are hard wheats. Some operators improve the ap- 
pearance of badly roughened washed wheat by a light, dry scouring after it has 
been tempered in storage, following washing. Some washed wheat has an 
objectionable odor. This odor is probably caused by incomplete removal of the 
smut in washing; and is also likely to be found in wheat that has been stored 
with too much moisture after having been washed. 


WASHING WITH A SINGLE-CYLINDER WASHER 


When the washing of smutty wheat for export was first considered on the west 
coast, the necessity of preserving the fresh appearance of the wheat presented 
a serious problem in the successful use of the washing process. After consider- 
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able experimenting it became evident to some of the progressive grain-cleaner 
operators of the Pacific Northwest that the double-cylinder washing machine 
gave smutty wheat for commerce an unnecessarily severe scrubbing which seri- 
ously affected its appearance. Therefore, at Astoria, Oreg., a single-cylinder 
washer was installed and used at the municipal elevator. The results of the 
experiment were seemingly satisfactory. 

As a result of this experiment at Astoria, a battery of single-cylinder washers 
was installed in the municipal terminal No. 4 grain elevator at Portland, Oreg. 
(which will be referred to, hereafter, as the Portland elevator). The washing 
equipment at the Portland elevator consisted, during the period of these investi- 
gations, of two double-cylinder wheat washers redesigned and built into four 
single-cylinder washers so that complete washing of the wheat was done by each 
of the four cylinders. Figure 3 shows the two double-cylinder washers as 
changed to four single-cylinder washers and installed at the Portland elevator. 
By the change in design the washing capacity of the two double-cylinder machines 
was practically doubled, the total wheat-washing capacity being from 1,000 to 
1,600 bushels per hour. 

In the two single-cylinder washers shown in the foreground of figure 3, smutty 
wheat from the storage bins in the workhouse enters the two washers through 
spout S, the end of which terminates in a kind of hopper which is open at the 
top. A valve, H, controlled by a handle, regulates the feed of grain into the 
lower cylinder. Another valve at V similarly controls the feed into the upper 
cylinder. As viewed in figure 3, the beaters in each of the cylinders rotate coun- 
terclockwise, causing the wheat to travel from left to right during the washing 
process. The washed wheat leaves the top cylinder through the pipe P, and 
unites with the washed wheat coming from the lower cylinder through the pipe 
Q. The washed wheat from the two cylinders then passes through the pipe R, 


Figure 3.—Grain-washing machines. Two double-cylinder washers, redesigned 
and installed to operate as four single-cylinder washers. 
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which leads to the elevating leg in the basement of the elevator. Three doors, 
X, Y, and Z, provide handholes for sampling the grain. 

Water for the two cylinders is admitted through the main valve, M, at the 
bottom of the washer and is distributed to various points in the two cylinders 
by the eight auxiliary valves located in a line above the main valve. The water 
for the initial drenching of the wheat is admitted to the wheat stream at points 
land 2 for the lower and upper cylinder, respectively. The rinsing water is 
admitted to the cylinders at the various points along their length as shown. 
The smut-laden water, resulting from the washing and rinsing, which also car- 
ries any solid matter and wheat germs that are removed from the wheat, flows 
off the washer casing into the drain pipe at D and thence to a sewer. The pure 
city water used by these washers is metered, which makes it possible to deter- 
mine the quantity of water used per bushel of wheat washed. 

Wheat-washing machines now on the market are mostly of the single-cylinder 
type. Figure 4 illustrates a single-cylinder washer built as such at the factory. 


STUDY OF EFFECTS OF WASHING WHEAT 


The engineer of the commission of public docks of Portland, Oreg., who was 
responsible for the grain-elevator operation, requested the U.S. Department of 
Agriculture to study the washing plant at terminal No. 4 as to cost of operation 
and effectiveness of the single-cylinder washers in removing smut from wheat. 
The Federal grain-investigations office at Portland undertook the work, and 
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much of the following material is taken from the report of the department 
investigators. 

The work at the elevator was done by two men of the grain division of the 
Bureau of Agricultural Economics, with the occasional aid of men of the elevator 
force and the men of the Oregon State Grain Inspection Department. With this 
cooperation, it was possible in nearly all cases to obtain complete information 
on the entire 140 car lots of smutty wheat washed at the elevator during the 
period of the investigation. 

One of the investigators worked at the elevator, taking samples and records, 
while the other remained in the laboratory and analyzed the wheat samples as 
they came from the elevator. The work at the elevator consisted of sampling 
the various lots of wheat and keeping a record of such-items as the identity of 
the wheats being cleaned, washed, scoured, transferred, or shipped; rate of 
cleaning and rate of washing; net working and the idle time of the cleaner and 
washers; the number of men employed and the time worked; the water-meter 
readings; and the weight of the wheat before and after cleaning and washing. 

At the Portland elevator all smutty grain was run over a grain cleaner before 
going to either scourers or washers. This cleaning of the grain before scouring 
or washing is not necessarily a part of the smut-removing process, although it is 
usually desirable to clean smutty wheat before washing. 
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Figure 5.—Flowsheet for grain elevator. HEquipment used and the method of 
handling the grain in the process of washing smutty wheat at the municipal 
terminal No. 4 grain elevator at Portland, Oreg. 
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The flowsheet (fig. 5) shows graphically the usual procedure followed at the 
elevator in handling and disposing of smutty wheat before and after washing. 
The portion of the diagram drawn in dotted lines shows the handling that all 
wheat, whether smutty or clean, receives at the elevator. The portion drawn with 
solid lines represents the extra handling that is required by wheat that is 
smutty and is to be washed. Figure 5 also shows the points at which samples 
were taken in the investigations. 


SAMPLING THE WHEAT BEFORE AND AFTER WASHING 


The wheat as received at the elevator was sampled officially by the Oregon 
State Grain Inspection Department in the ordinary manner. Additional samples 
were obtained by sampling the grain streams at frequent regular intervals in 
accordance with standard methods of sampling. In all cases the comparatively 
large samples that were accumulated (sometimes as much as a half bushel) were 
split down to laboratory size by means of a Boerner sampler and were placed 
in airtight cans to prevent moisture changes in the samples before they were 
tested and analyzed. 

Two samples of each lot of smutty wheat were obtained before the wheat was 
washed, and two samples of each lot were obtained after the washing was 
completed. The first before-washing sample was the original official sample 
obtained from the State grain inspection department and represented the wheat 
as it was received from the cars at the elevator track shed. The second before- 
washing sample was obtained at the point where smutty wheat entered the re- 
ceiving hopper of the washer. Since all of the wheat to be washed was first run 
through a cleaner to remove foreign materials, including many smut balls, the 
second sample (rather than the original sample obtained by the inspection de- 
partment) represents the exact condition of the wheat before washing. The third 
sample in the series, which was the first after-washing sample, was taken as the 
wheat left the washer and represents the condition of the wheat immediately 
after washing. The fourth sample in the series, which was the second after- 
washing sample, was taken as the wheat was being transferred from its tem- 
porary storage in a workhouse bin to permanent storage in the storage annex 
of the elevator. 

In outlining the studies, it was planned to secure a fifth sample as the wheat 
was being placed on a ship, but the identity of the washed wheat when 
placed in large, permanent storage bins could not be preserved, and for this 
reason no reliable data, to compare with the results obtained from washing the 
individual lots, could be obtained regarding the wheat as it was being shipped 
out of the elevator. 


LABORATORY ANALYSIS OF WHEAT SAMPLES 


Laboratory analyses of the wheat samples were made to show the change in 
the grading factors that were produced by the actual washing and handling 
which the wheat received incident to the washing process. Each sample was 
analyzed for the following factors: Smut in the form of balls and pieces of balls, 
and smut spores per kernel smeared on the wheat kernels; actual smut dock- 
age and assessed smut dockage; actual dockage and assessed dockage; foreign 
material other than dockage; moisture content; test weight per bushel; nu- 
merical grade; cracked wheat; and germination. All factors except dockage, 
moisture content, and germination were studied on the basis of dockage-free 
wheat. The germination tests, made by the Oregon Agricultural College, were 
made on the basis of whole kernels of wheat only. 

It should be mentioned here that the Pacific Northwest uses the smut-dockage 
system of grading smutty wheat, which method is described in paragraph (a) of 
the Federal grain standards for wheat* under the specifications for smutty 
wheat, as follows: 

“(a) Before the determination of smut dockage as provided in this paragraph, 
the wheat shall be graded and designated according to the grade requirements 


1U.S. Department of Agriculture, Bureau of Agricultural Economics, Handbook of Official 
Grain Standards, January 1928. 
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of the standard applicable to such wheat if it were not smutty, except that 
smut balls shall not be considered as foreign material other than dockage. The 
loss in weight caused by the removal of smut from the wheat shall be ascer- 
tained by scouring, washing, or otherwise, and shall be calculated in terms 
of percentage based on the total weight of the grain free from dockage. The 
percentage so calculated shall be stated in terms of whole percent and half 
percent. A fraction of a percent when equal to, or greater than, a half shall 
be treated as a half, and when less than half shall be disregarded. The per- 
centage of the ‘smut dockage’ so calculated and stated shall be added to the 
grade designation preceding the statement of dockage, if any.” 

In determining the smut dockage, the removal of smut from the wheat samples 
is accomplished by means of a laboratory-size scouring machine similar to, but 
smaller than, the commercial scouring machine described. All smut dockages 
later referred to in this bulletin were determined by use of the laboratory 
scourer, 


EFFECTIVENESS OF WASHER IN THE REMOVAL OF SMUT FROM WHEAT 


The analysis of the actual smut content of the wheat samples taken before 
and after washing is of scientific interest in connection with the efficiency of the 
single-cylinder washer in removing smut from wheat. The results of the study 
may also be of interest in estimating the value of this type of machine for clean- 
ing smutty wheat for milling purposes. 

The before-washing and after-washing samples for each lot were analyzed for 
smut by weighing the whole balls and the pieces of balls and by computing the 
weight of the smut spores on the kernels by means of a blood-count apparatus. 
The weight of the smut thus determined was reduced to a percentage basis. 
From the smut-spore-count studies of the wheat before washing and after wash- 
ing, it appears that the wheat as it entered the washer contained smut spores in 
the form of balls, pieces of balls, and loose spores on the kernels in quantities 
ranging from 15,230 to 93,380 spores per kernel. The number of spores average 
33,980 per kernel. The computations were on the basis of 30 kernels per gram of 
wheat, and 375 million smut spores to the gram of smut. (The grain investiga- 
tions office had found through previous studies that an averaged-sized smut ball 
under Pacific Northwest conditions weighs about 0.01 gram, or, in other words, 
there are 100 average-sized smut balls per gram weight of smut. One average- 
sized smut ball, therefore, contains approximately 3,750,000 spores.) After the 
washing process the wheat contained from 1,237 to 8,194 spores per kernel, an 
average of 4,115. The percentage of smut spores and balls removed by wash- 
ing ranged from 69.5 to 96.6 percent and averaged 86.9 percent of the total smut 
in the wheat. 

From these data it may be concluded that the same percentage; namely, 86.9 
percent, of the total weight of smut was removed from the smutty wheat. 

It was found that in the total quantity of wheat involved in these investiga- 
tions there was a total of 24,720 pounds, or 0.236 percent by weight, of actual 
smut in the form of smut balls and smut spores on the wheat immediately before 
washing. Hence, on an average 86.9 percent of 24,720 pounds, or 21,482 pounds 
of smut, was removed from the smutty wheat by washing. This weight of smut 
constituted approximately 20 percent of the total weight of material taken from 
the wheat by the washing process. 


EFFECT ON SMUT DOCKAGE AND APPEARANCE 


Although the analysis just reported deals with the absolute reduction of smut 
in the wheat studied, manifestly the principal objective in washing smutty 
wheat for trade and export use is to reduce the smut content of the wheat below 
that which would cause the wheat to be graded “smutty.” To meet the require- 
ments for wheat to be considered as free from smut dockage under the Federal 
wheat standards, the wheat, after cleaning, must not have a distinct odor of 
smut, nor can there be smut in the wheat in the form of spores, balls, or pieces 
. balls in excess of a quantity equal to two average-sized smut balls in 50 grams 
of wheat. 

Only licensed grain inspectors can officially grade grain; hence, in order to 
ascertain the official grade of the samples of the washed wheat as to smut 
dockage, the samples were submitted to licensed grain inspectors. In every 
case the washed wheat was pronounced “free from smut dockage” after the 
washing process. Therefore, as a factor affecting the commercial value of the 
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wheat based on the Federal standards, the single-cylinder washer, in these cases, 
proved to be entirely effective in removing smut dockage. 

It is a well-known fact that the handling through elevator legs, spouts, clean- 
ers, and bins of smutty wheat that contains fragile smut balls, will tend to crush 
many of the smut balls and to smear the spores on the wheat kernels. The 
samples of wheat taken in the washing investigation provided an excellent 
means for making a study of the tendency of the handling of smutty wheat to 
increase its smut dockage. The grain handling referred to in this study oc- 
eurred between the taking of the original sample of smutty wheat as received 
and the taking of the sample immediately before washing. This handling con- 
sisted of an elevation of the grain from track pit to the garners, a drop from 
the garners to the scales hopper, a transfer from the scales to a workhouse bin, 
drawing of the grain from the workhouse and its passage through a cleaner, a 
reevaluation to another workhouse bin, and a drawing from this bin to supply 
the washer. 

A comparison was made between the smut dockage and actual smut-spore 
content found in the sample taken at the track pit with the same factors in the 
samples taken just before the wheat entered the washer. Obviously there was 
less actual smut (including balls and loose spores) in the wheat after it had 
been cleaned by the Monitor cleaner than before, as a considerable part of the 
material removed by the cleaner was smut. Nevertheless, the wheat kernels 
themselves carried an average of 26,800 spores each after the wheat was handled 
and passed through a cleaner in preparation for washing, whereas an average of 
only 12,600 spores per kernel was found on the wheat as received at the elevator. 
Obviously many of the fragile smut balls were crushed or broken while the grain 
was being handled, and the loose spores were smeared on the wheat kernels. 

The increase in smut spores thus smeared on the wheat kernels as a result of 
this handling caused an increase in smut dockage. The average smut dockage 
assessed by the Oregon State Grain Inspection Department on the 140 cars of 
wheat as received was 1.62 percent and ranged from 0.5 to 4.5 percent. The 
smut dockage was increased to an average of 3.02 percent and ranged from 1 to 
5 percent as the wheat came to the washer. The increase in assessed smut 
dockage due to the handling operations ranged from 0.1 to 2.16 percent. 

The increase in assessed smut dockage is accounted for by the fact that in 
determining the smut dockage with the laboratory-scouring device it becomes 
necessary to scour wheat that is badly smut smeared a number of times. The 
effect of the more severe scouring with either a laboratory or a commercial-size 
scourer is to remove more weight of bran from the wheat kernels and thus to 
increase the assessed smut dockage on the wheat. 

The increase in the number of smut spores adhering to the kernels, resulting 
from the handling of the grain as it was being prepared for washing, was not 
objectionable insofar as the washing process was concerned, as it is desirable to 
have the smut balls broken up before washing, in order to permit their easy 
removal from the wheat by the water. Washers are occasionally equipped with 
a device called a smut breaker, the function of which is to break up all smut 
balls thoroughly before the smutty wheat enters the washer. In many instances 
throughout the United States smutty wheat is put through scouring machines 
for the purpose of breaking up the smut balls before washing. 

Smutty wheat that is graded on the smut-dockage basis is liable to have its 
smut dockage increased as the grain is handled through elevators, even though 
the actual quantity of smut in the wheat has not been increased. It is only 
when smutty wheat is to be stored and delivered again as smutty wheat that the 
matter of increase of smut dockage due to breaking of smut balls in handling 
becomes serious. It seems desirable, therefore, where washing machines are 
not available to remove the smut from the wheat either at an early stage in its 
handling or where smutty wheat that is to be again sold as smutty wheat must 
be placed in storage, to keep to a minimum the number of handlings it receives. 


EFFECT ON DOCKAGE CONTENT 


The original smutty wheat contained an average of only 0.32 percent of 
assessable foreign material or weed seed (foul) dockage. Only a few of the 
lots contained 1 percent or more dockage, which is the minimum assessable in 
grading. Practically all of the assessable foul dockage found in these lots was 
removed from the grain by cleaning. This means that no lot contained as much 
as 1 percent of this kind of material after cleaning. 
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The actual foul dockage (meaning the presence of such material computed tv 
the nearest 0.1 percent) as distinguished from the assessable dockage average 
0.79 percent before the wheat was run through a cleaner, and 0.47 percent after 
it was cleaned. This latter percentage represents the quantity of dockage 
material the smutty wheat contained as it entered the washer. The washing 
process further reduced the actual dockage material content to an average 
of only 0.86 percent. The foul dockage in smutty wheat usually includes 
some free smut spores and some whole and broken smut balls. The foul 
dockage in this case also contained rachis, some grains other than wheat, and 
weed seeds. Some of this material is removed in washing, but it is obvious 
that when such materials are larger than the perforations of the washer casing, 
they are not appreciably reduced in quantity by the washing process. 


FOREIGN MATERIAL OTHER THAN DOCKAGE 


The amount of “foreign material other than dockage” in the wheat involved 
in the study was very small. In no case did this material become a factor 
on which the grade of the wheat could have been based. The average foreign 
material other than dockage present in the wheat, as received, was 0.19 percent. 
After being run over the cleaner, this material was reduced to 0.11 percent: 
and after the wheat had been washed, there was found to be an average of 
only 0.08 percent of foreign material other than dockage. 


MOISTURE CONTENT OF THE WHEAT 


The moisture content of the wheat involved in these investigations as 
received at the elevator ranged from 8.16 to 10.15 percent, and averaged 8.64 
percent. The moisture content of the wheat after being washed ranged from 
10.1 to 11.95 percent, and averaged 10.78 percent, indicating an average increase 
in moisture content of 2.14 percent due to the washing process. These figures 
suggest why it is not ordinarily necessary to dry Pacific coast wheat that 
has been washed for the removal of smut. The moisture content of the wheat 
grown in that region is ordinarily so low and the increase in the moisture 
due to washing so comparatively small that artificial drying is seldom neces- 
sary. But these conditions do not prevail every year. The 1927 crop of wheat 
produced in the Pacific Northwest contained on an average a high moisture 
content. 

Washed wheat which contains moisture in excess of the quantity considered 
safe for storage should be commercially dried to a lower moisture content, to 
put it into condition for safe storage, and to meet the moisture content require- 
ments of the higher grades as specified in the Federal grain standards. 

Wheat obtained directly from a washer is always wet to the touch, and it 
appears wet. This is because the washing operation retains the wheat in the 
washer a remarkably short time and the moisture necessarily remaining on the 
wheat immediately after washing is all on the surface of the kernels. After a 
short period of storage this moisture penetrates the kernels and gradually 
equalizes throughout the mass of the wheat. When the moisture of the washed 
wheat is equalized, and the wheat has a low moisture content, the feeling of 
wetness has disappeared and the wheat again feels dry and hard. There is an 
increase in moisture content due to washing, but in a good job of washing the 
increase is so small in the case of originally very dry wheat that after tempering 
in storage, the increased moisture is not noticeable on inspection and can be 
detected only by a moisture test of the wheat. 


TEST WEIGHT PER BUSHEL 


The average test weight of the dockage-free wheat as received at the elevator 
was 57.3 pounds per bushel. After the wheat was run through a cleaner 
where some of the foreign material and some of the smut were taken out of the 
grain, the average test weight was increased to 57.8 pounds per bushel. The 
wheat as it came from the washer, with the moisture principally on the surface 
of the kernels, showed a reduction in test weight to an average of 55.9 pounds per 
bushel, which was a reduction of 1.9 pounds from the test weight at which it 
entered the washer. The test weight immediately after washing is given no 
significance except for comparison with later tests of the same wheat to 
show the effect of tempering in the temporary storage bins. The tempering 
of approximately 24 hours which the wheat received in temporary storage brought 
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the test weight up to an average of 56.6 pounds per bushel, which was a loss 
of 1.2 pounds per bushel as compared with its test weight on entering the 
washer. 

The loss in test weight between the smutty wheat as received at the elevator 
and the washed wheat after the short period of temporary storage ranged from 
0.1 to 2.7 pounds per bushel in the various lots and averaged 0.7 pound per 
bushel. 

It is rather generally understood among grain-washer operators that the 
tendency of wheat to lose test weight upon being washed is largely caused by 
the increased moisture content of the washed wheat. Dry wheat will ordi- 
narily decrease less in test weight when washed than will wheat of a higher 
moisture content, other conditions being equal. 

This fact is accounted for in two ways: (1) Dry wheat absorbs less moisture 
on being washed than does the higher-moisture-content wheat, and (2) it was 
found in these investigations that with the same percentage of change in 
moisture, dry wheat will show a smaller change in test weight than will high- 
moisture wheat. In the case of very dry wheat, it has frequently occurred 
that there was no loss in test weight because of washing. 

Another factor affecting the change of test weight in the washing of smutty 
wheat is the removal of the smut itself. Smut spores on the wheat kernels 
reduce the test weight, as they tend to make the surface of the kernels more 
or less sticky and the smutty kernels will not pack as closely in the test kettle 
as they would if no smut spores were present. The removal of the smut from 
the wheat during the washing process has a tendency to increase the test weight 
of the wheat, but on the other hand the water that the wheat absorbs during 
the washing process tends to reduce the test weight to an even greater extent 
with a final result that the wheat usually has a lower test weight after washing 
than before washing. 

In considering any method of removing smut from wheat and its effect on the 
test weight of smutty wheat, the above facts, which show that the test weight 
of smutty wheat is not the true test weight of the natural wheat, should be 
taken into account. 

NUMERICAL GRADE OF THE WHEAT 


In comparing the numerical grade of the lots of wheat as received at the 
elevator as graded by the Oregon State Grain Inspection Department, with the 
grade of the wheat after being cleaned, washed, and held in temporary storage 
for a brief time, the following result was obtained : 

Of the 140 car lots washed, 115 cars, or 82 percent of the lots, were of the 
same numerical grade after washing as before washing. Twenty-five cars, or 
18 percent of the lots, were one numerical grade lower, after washing. Of 
these 25 cars, the grade of 12 cars was changed from No. 2 to No. 3 and the 
grade of 13 cars was changed from No. 3 to No. 4. 

Attention is called to the fact that in each case the grading factor which 
determined the grade in all of this wheat was its test weight per bushel. 


TENDENCY OF WASHING TO CRACK THE WHEAT 


As very dry wheat is brittle, it is in danger of being cracked in the scouring 
and washing machines. It is a well-known fact that the dry scourer has often 
caused excessive loss both in weight and in quality of wheat, by cracking the 
wheat. 

During this study the washer had only a slight tendency to crack the wheat. 
In studying this effect, the samples were picked by hand, and all broken wheat 
was included with the cracked wheat. The average quantity of cracked grain 
in the wheat as received at the elevator amounted to 3.07 percent. After the 
wheat had been run over a cleaner, the percentage of cracked kernels was 2.97. 
After the wheat had been washed, the cracked grains amounted to 4.73 percent. 
This is an increase of 1.76 percent based on the weight of the wheat as received. 


EFFECT OF WASHING ON THE GERMINATION OF WHEAT 


The Oregon Agricultural College conducted germination tests on samples of 
the wheat taken both before and after having been washed. The wheat before 
being washed showed a germinating quality that ranged from 91.5 to 99 percent, 
averaging 95.4 percent. After washing, the same wheat showed a germinating 
quality ranging from 87.5 to 94.5 percent and averaged 90.7 percent. In these 
tests whole kernels only were used. 
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It is a recognized fact that the dry-scouring method of removing smut from 
wheat makes the wheat entirely unfit for seed purposes. The ruinous effect 
of scouring wheat to be used for seed was indicated in this study by the condi- 
tion of one car of wheat which was run through the dry-scouring machine to 
break the hard smut balls before washing. This sample, which was not in- 
cluded in the above summary, had originally a germanating quality of 95 per- 
cent, which was reduced to 71 percent by dry scouring and further reduced to 
53 percent by washing. The great reduction in germination quality, from 71 
to 53 percent as a result of washing the scoured wheat is probably due to the 
fact that many of the germs had been loosened by the dry scouring so that they 
were easily removed and washed away when the wheat was subjected to the 
washing process. 

INCREASE IN WEIGHT 


The receiving weights of the carlots of wheat which included dockage were 
obtained from the records of the elevator which showed the official weights as 
given by the Oregon State Grain Inspection Department. In most cases it was 
possible to obtain the weight of the wheat after cleaning. The wheat was not 
weighed immediately after it was washed, but in all cases was weighed when 
it was being transferred to the permanent storage bins after it had been in tem- 
porary storage in the workhouse bins. There was an increase of weight caused 
by moisture that had been absorbed by the wheat as a result of washing which 
was counteracted to a certain extent by a loss in weight of the solid materials 
washed and cleaned from the wheat. The washing process increased the gross 
weight of the wheat by 141,991 pounds, which is an increase of 1.35 percent 
over the weight of the wheat as it entered the washer. 

The effect of the washing process upon the weight of merchantable wheat, 
figured from the official receiving weights and grades and the weight after 
washing, was determined as follows: 

The scale weight of the original smutty wheat which also contained some 
dockage as received at the elevator was 10,587,755 pounds, against which there 
was an average assessed foul dockage of 0.32 percent. Deducting 33,881 pounds, 
the computed assessed dockage, leaves 10,553,874 pounds of dockage-free wheat 
with smut dockage. Deducting the average smut dockage of 1.62 percent, or 
170,973 pounds, assessed against the smutty wheat, leaves 10,382,901 pounds, 
the computed weight of merchantable wheat received at the elevator. 

After being washed the wheat was free of both assessable dockage and assess- 
able smut dockage and weighed 10,652,672 pounds, which was all merchantable 
wheat; hence the gain in weight of the merchantable wheat, due to washing, was 
269,771 pounds, which is a gain of 2.60 percent of the weight of the original 
merchantable wheat as received at the elevator. 


REDUCTION OF DRY MATTER 


Sufficient data were obtained from the washing tests to estimate by calcula- 
tion the quantity of solid or dry matter removed from the grain by the washing 
process. The dry matter lost during the washing process consisted chiefly of 
smut, wheat germs that had been knocked off the kernels, hairs from the brush 
end of the kernels, bran from the outer layers of the kernels, and other bits of 
foreign material. 

The total scale weight of the wheat immediately before washing was 10,510,681 
pounds. This weight is somewhat higher than the computed weight of mer- 
chantable wheat received at the elevator for the reason that fractions of a 
percent of dockage are not considered in deductions in weight for dockage. 
The weight of dry matter in this grain, based on its average moisture content 
of 8.64 percent before washing, was therefore 9,602,558 pounds. The weight of 
the wheat after washing was 10,652,672 pounds. The weight of dry matter in 
this grain, based on its moisture content of 10.78 percent after washing, was 
9,504,314 pounds. Hence it appears that there was a loss of 98,244 pounds of 
dry matter due to the washing process. Of the original receiving weight 91.36 
percent was dry matter (100—9.64=91.36 percent). Hence, to reduce the dry 
matter removed to the basis of the moisture in the grain as received, divide 
98.244 pounds by 0.9136, which gives 107,535 pounds. This is a loss of 1.02 
percent of the weight of the wheat entering the washer. 





The 
was p 
to thi 
estimé 
the m 
period 
27, 19% 

The 
to the 
of the 

A fe 
as to 
of his 
gave 4 
third 
moved 
consis 
variou 
gave { 
length 
of app 
attend 
a worl 

It w 
as con 
tion 0: 
about 
tions. 
elevat: 
Wheat 
into p 
ceives 
out of 
storag 

The 
taking 
elevat 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1373 


COST OF LABOR, POWER, AND WATER FOR WASHING SMUTTY WHEAT 


The labor involved in the washing of smutty wheat at the Portland elevator 
was performed principally by four men who gave either all or part of their time 
to this work. To determine the labor costs it was necessary to make some 
estimates based on observation as to the proportion of time spent by certain of 
the men on work other than that directly connected with the washing. The 
period included in the study is from 8 a.m. September 9 to 12 noon on September 
27, 1924, during which time there were 128 working hours. 

The following statements as to the amount of time each of the men devoted 
to the work of washing the smutty wheat are based largely on the judgment 
of the observers. 

A foreman, who supervised the washing and made the necessary adjustments 
as to rate of feed and quantity of water to be used, gave about three-fourths 
of his time to the work of washing during the period under study. One assistant 
gave all of his time to the operation of the grain cleaner and the washers. A 
third workman gave practically all of his time to sacking the screenings re- 
moved from the smutty wheat by a cleaner. The duties of the fourth workman 
consisted of making transfers of washed wheat and other wheat from the 
various bins in the workhouse and the storage annex. The amount of time he 
gave to transferring the washed wheat was determined from a record of the 
length of time required to discharge washed grain from the bins, an allowance 
of approximately 10 minutes per transfer being made for setting the spouts and 
attending to other arrangements required for the transfer of washed wheat from 
a workhouse bin to a bin in the storage annex. 

It was assumed that the number of extra elevations required by washed wheat 
as compared with the elevations given clean wheat is indicative of the propor- 
tion of time given to the work of washing by the men whose duties are general 
about the plant and who are only indirectly connected with the washing opera- 
tions. Carlots of wheat requiring neither washing nor scouring, receive but one 
elevation and are sent directly from the scales to the permanent storage bins. 
Wheat that is to be washed receives three additional elevations before it is put 
into permanent storage bins. Wheat that is to be scoured but not washed re- 
ceives two additional elevations before permanent binning. All wheat shipped 
out of the elevator receives one additional elevation in delivering it from the 
storage bins to freight cars or ships. 

The four items were weighted, for the time over which the study extended, by 
taking the product of the weight of grain in each item and the number of times 
elevated (table 2). 


TABLE 2.—Quantity of wheat processed and number of elevations in each process, 
Sept. 9 to 27, 1924 


Quantity} Times | Weighted 
elevated | value 


Million 
Wheat: Number 
i 6 1 


Ratio of weighted value of 30 for washed wheat to total. weighted value of 
92 for all the wheat is approximately one-third. 

As there were 128 working hours during the period of the investigation, 43 
hours was assumed to be the time that the last three men referred to in table 
3 gave to handling the washed wheat. 
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Tas_Le 3.—Estimated labor cost of washing smutty wheat, showing the number, 
location, and rate of pay of the men directly and indirectly connected with the 
washing process 


Time Rate of 
Location of men connected with washing process Men em-| required | pay per | Lahor 
ployed for hour ! cost 


Directly connected: Dollars 
Foreman in charge of washers 109. 44 
Assistant at washers and warehouse cleaners 89. 60 
At damper sucking dockage from wheat. 89. 60 
Drawing washed wheat from warehouse bins. 25. 90 

Indirectly connected: 

Foreman on scale floor 
Assistant on scale, transfer, and bin floors 
Other for all machinery 


30. 10 
30. 10 
30.10 


404. 84 


OS ee 


Summary: 
Total wheat washed 


48-hour day. 


Costs of power for washing smutty wheat will vary with different installa- 
tions and unit costs. At the Portland elevator, where a rate of 2 cents per 
kilowatt-hour is paid for power, the cost of power was 0.095 cent per bushel, 
or 3.17 cents per ton of wheat washed. 

The opinions of the washer operators vary as to the quantity of water neces- 
sary for washing wheat of different varieties and varying quantities of smut. 
The cost of water at different plants varies. At the Portland elevator water 
cost 7 cents per 100 cubic feet and was used during the period of investigations 
at the average rate of 4.2 gallons per bushel of wheat washed. On this basis the 
water cost was 0.039 cent per bushel, or 1.31 cents per ton of wheat washed. 

The total cost of labor, power, and water was 0.364 cent per bushel, or 12.13 
cents per ton of smutty wheat washed, of which 26 percent was for power, 11 
percent for water, and 63 percent for labor. Attention is called to the fact that 
this cost does not include overhead charges. The tariffs charged at Portland 
elevator for washing smutty wheat, which of course do include overhead charges, 
are given in table 6. 


ESTIMATED GAIN IN VALUE OF WHEAT STUDIED IN WASHING EXPERIMENTS 


One of the purposes of this study was to determine approximately how the 
money value of the smutty wheat involved in the washing investigation was 
affected by the changes produced in the wheat by the washing process. The 
increase in weight and the changes in test weight per bushel, together with the 
removal of smut dockage and smut discounts, were the principal factors affecting 
the commercial value of the wheat. 

The change in weight determined the number of bushels of wheat that was 
gained or lost by washing, but changes in the test weight per bushel somewhat 
affected the grade of the wheat and hence the price per bushel that the wheat 
would sell for on the market. By washing the smut from the wheat, the smut 
dockages and the smutting charges were eliminated as factors in the market 
value of the washed wheat. 
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The prices per bushel used for determining the value of each lot of wheat both 
before and after washing were taken from price quotations furnished on Sep- 
tember 19, 1924, by the Merchants’ Exchange Daily Price Bulletin, of Portland, 
Oreg. Any other day’s price schedule would have been just as satisfactory as 
the one chosen. These quotations are on the basis of Federal grades and are for 
wheat in sacks, bulk wheat prices being at that time 3 cents per bushel less 
than prices for sacked wheat. Table 4 shows the prices in bulk, for the six 
different kinds of wheat studied. 


TaBLE 4.—Price per bushel of bulk wheat, by kind and weight, at Portland, Oreg., 
Sept. 19, 1924 


Price per bushel of wheat having a test weight of— 


55 54 
pounds 


n 


SRINB 


w 
_ 


Western White 
Soft White 
Hard White 


on 
aeabue 


TasBLE 5.—Schedule of grain dealers’ charges for cleaning smutty wheat of 
varying percentages of smut dockage 


Cleaning 
charge per 


Range of smut dockage (percentage) : 
0.5 to 1, inclusive 
1.5 to 3, inclusive 
3.5 to 7, inclusive 
7.5 to 15, inclusive. 


1 Charge for cleaning sacked wheat is 30 cents per ton additional. 
The cost of having smutty wheat washed at the Portland elevator also varies 


with the assessed smut dockage on the wheat. The rates for washing bulk wheat 
are given in table 6. 


TABLE 6.—Scedule of charges of elevator at terminal No. 4 for washing smutty 
wheat of varying percentages of smut dockage 


Washing 
charge for 
ton for 
bulk 
Range of smut dockage (percentage) : wheat 1 


0.5 to 3, inclusive. 
3.5 to 7, inclusive 
7.5 to 15, inclusive. 


1 Washing charge includes running the wheat over the Monitor cleaner and either the 
scouring or washing machine. 


In determining the value of the wheat as received at the market the following 
procedure was carried out: 

All wheat values were based on bulk wheat, thus eliminating the value of the 
sack as an economic factor. 
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Assessed foul dockage (referred to as dockage in the Federal wheat standards), 
if any, was first subtracted from the receiving car-lot net weight of the wheat in 
bulk. The amount of smut dockage was then ascertained by applying the per- 
centage of officially assessed smut dockage to the weight of the wheat that was 
free of assessed foul dockage. The smut dockage subtracted from the dockage- 
free weight gave the weight of the wheat purchased by the buyer. The smut dis- 
count or cleaning charge assesed against the wheat (see table 5) was determined 
on the basis of the receiving net weight of each lot of wheat according to the 
amount of its assessed smut dockage. 

The cost of washing the smutty wheat was determined on the basis of the 
receiving weight and assessed smut dockage of the grain (table 6). The buying 
and selling price of the wheat was based on its test weight per bushel (table 4). 
It was asumed that all changes in the quality of the wheat were indicated in 
the changes in its grading factors. 

The buying price of the smutty wheat was based on the grade and weight of 
each separate car. The selling price of the washed wheat was necessarily based 
on the grade and weight of each separate order. When many carloads of wheat 
are thrown together and run through the washer as a single lot, the carloads 
lose their identity, and the lot is termed an “order” at the elevator. There were 
11 orders in the study, each order consisting of from 1 to 23 carloads. 

Table 7 shows the market value at Portland, Oreg., of the 11 orders of smutty 
wheat studied in the wheat-washing investigation at the Portland elevator, the 
market value of the same wheat after washing, and the cleaning charges as ap- 
plied to the wheat according to the published schedules. 


TaBLeE 7.—Change in market value of the wheat studied due to removal of smut 
by washing 


Cost of removing smut | Profit from 
Value of wheat, net weight from wheat washing 


wheat ! 
Order No. 
In- Charge | Charge 
Before After | crease | to pro- | to pur- 
washing | washing | dueto} ducer | chaser 
wash- | by pur-| by ele- 
ing chaser | vator 


Percent 
1. 34/$17, 986. 35)$1 
1.40} 21, 957. 84 
1.00} 1,909. 08 
37, 942, 28 
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2 1. 62/231, 181. 16/234, 835. 98/3, 654. 82) 2, 675. 53) 2,002.48) 673. 05/4, 327. 87/3281. 8 


1 Increase due to washing plus profit to purchaser. 
2 Weighted average. 


3 The average profit of 81.8 cents per ton is equivalent to approximately 2.5 cents per bushel. 


The results of the calculations shown in table 7, indicate that the smutty 
wheat studied, if purchased at the regular trade discounts based on the schedule 
of charges for washing smutty wheat (table 5), and washed at the cost shown 
by the tariffs charged at the elevator (table 6), and then sold on the same price 
schedule as that on which it was purchased, would net the merchandiser of the 


wheat an average profit of 81.8 cents per ton, or approximately 2.5 cents per 
bushel. 
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PROFIT IN CENTS PER TOW OF 


AVERAGE ASSESSED SMUT DOCKAGE—PERCENT 


FicureE 6.—Profit resulting from washing smutty wheat. Relation between 


assessed smut dockage and profit per ton as a result of washing smutty wheat, 
as shown in table 7. 


The graphical study of the relation of assessed smut dockage to profit realized 
(fig. 6), indicates that the higher profits were made on the wheats that had the 
higher percentages of assessed smut dockage. 
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REQUIREMENTS OF A WASHING PLANT 


For successful washing of smutty wheat it is essential to have a good washer, 
plenty of pure water, a satisfactory means of disposing of the refuse from the 
washer, and an operator who knows the business of washing. The business of 
washing includes a thorough knowledge of the machine itself, of the Federal 
grades on which the wheat is bought and sold, and of the characteristic reactions 
of the varieties and condition of wheat to be washed to the washing process. 
To wash smutty wheat without injuring its appearance or depressing its grade 
requires skill. 


CONCLUSIONS 


Washing smutty wheat of the Pacific Northwest with either a single or a 
double cylinder wheat washer appears to be a highly desirable method of re- 
moving smut from wheat for commercial purposes (including milling and mix- 
ing with smut-free wheat), for domestic shipments, and for export. 

Among the reasons for removing smut at an early stage in the handling of 
wheat after threshing are: 

(1) To avoid the complications that frequently arise in connection with 
smut dockage and the discounts caused by the presence of smut, (2) to eliminate 
at the earliest possible moment the extra handling and special binning required 
for smutty wheat, (3) to prevent clean wheat from becoming contaminated at 
places where smutty wheat is also handled, and (4) to prevent an increase in 
the smut dockage resulting from the handling smutty wheat receives in transpor- 
tation and in elevators. 

Mr. Fountain. Go right ahead, sir. 

Mr. Wurittock. Well, it is a process which has been commonly fol- 
lowed for many years in areas where there is a lot of smut. The 
Pacific Northwest happens to be one of those areas where they have 
alot of smut. 40 to 50 percent of the crop would be smutty every year 
some years ago. That wheat would have to be scoured or washed 
before it could be merchandised. Back in those days they dry-scoured 
the wheat to remove the smut. About half of the crop was sold over- 
seas, and the smut and the odor of smut had to be removed before 
it could be exported, so they used to put it through a dry-scouring 
process. Sometimes they would add a little bit of lime as an abrasive 
to remove the smut. 

Later on, about the time this bulletin was published in 1929, wheat 
washing began to take the place of the dry scouring process. There 
are some advantages to washing wheat, some material advantages 
to the men who wash it, because it is impossible to wash wheat without 
the addition of some moisture. The washing job did, however, do a 
better job than the dry scouring method and damaged the wheat less. 

The study made by the Department shows that the average gain in 
weight from washing smutty wheat was about 114 percent. 

In the washing process this wheat goes through this washing device 
in about 15 seconds. It goes through a cylinder no longer than this 
table. The first part of the cylinder stirs the wheat vigorously in 
water. In the last half of the cylinder it is centrifuged to throw the 
water off. 

The washing of wheat does lower the test weight per bushel, because 
the kernels are slightly swollen from their contact with the water. 
If the washing is too severe, or in the case of certain varieties of 
wheat which have a thin bran coat, the washing process injures the 
appearance of the wheat. When damage results from washing we 
are required under our standards to grade that wheat as “treated 
wheat.” ‘The big problem in the Pacific Northwest back in the early 
days where so much of the wheat was smutty, was to find a process 
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which would remove the smut from the wheat and not end up with a 
“treated” grade. 

I would be glad to answer further questions. 

Mr. Fountain. Very well. 

Mr. Naveuton. On this weight gain of 114 percent, is the figure 
1.34 percent shown on your test as the weight gain ? 

Mr. Wurrtock. I just saw this bulletin this morning for the first 
time in several years. 

Mr. Naveuton. That is my recollection of it. 

Mr. Pickarp. May we check that point for accuracy ? 

Mr. NaveuTon. 2.14 percent moisture increase is shown in the fig- 
ures I have, and 1.34 percent weight gain. This was a test involving 
about 1014 million pounds of smutty wheat cleaned through the wash- 
ing process. 

Mr. Fountain. When was that made, and by whom ? 

Mr. Naventon. August of 1929. I understand it is still considered 
to be accurate. 

Mr. Wurttock. That data must have been taken from this bulletin. 

Mr. Naventon. Yes. This test was made by the U.S. Department 
of Agriculture. 

Mr. Fountain. Anyway, the copy of the record will speak for itself. 

Mr. Navueurton. I have the figures. They are supposedly extracted 
from that report. 

The point I wanted to make is: Didn’t the tests show that in order 
to get a little less than 114 percent weight gain that you had a 2 to 3 
percent moisture increase, so that the weight added was not equivalent 
to the moisture added because I assume that you lost some particles in 
the washing process. 

Mr. Wuittock. In your washing process you remove the trash and 
smut and other field dirt that may be in the grain. 

Mr. Naveuton. In order to get a 114 percent weight increase for 
washing wheat you would have to have a 2 or 214 percent moisture in- 
crease, according to this test. 

Mr. Wuirtock. That would be your conclusion. I would not want 
: disagree or agree with you until I had a chance to read the pub- 
ication. 

Mr. Fountain. You can submit to us any information you may 
desire or have on that. 

Mr. Naveuron. Is it your understanding the weight gained would 
not be exactly the moisture gained but there would be a little higher 
percentage of moisture gain than weight gain ? 

Mr. Wuirttock. There would be a difference between the moisture 
gain and the weight gain. 

The same thing is true in drying operations, where you remove so 
much moisture you find your loss of weight is probably greater than 
your reduction in moisture. 

Mr. Fountain. Mr. Whitlock, if you know, what percentage of the 
large export elevators have washing equipment ? 

Mr. Wurrtock. I think on the Pacific coast all of them do. 

Mr. Fountatn. Does AMS have any way of checking whether 
elevators wash only wheat grading smutty ? 

Mr. Wnuitiock. That does not come within our authority. 

Mr. Founrarn. That is not one of your responsibilities ? 
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Mr. Wurrtock. No. 

Mr. Naveuton. You have no way of knowing that ? 

Mr. Wurrttock. No. 

Mr. Fountarn. What action is taken by AMS inspectors if they 
find that wheat has been washed ? 

Mr. Wurttock. We have to determine first of all whether it meets 
our specifications for “treated” wheat. If it does not, we grade it 
straight-grade wheat, with no qualifications. 

Mr. Fountarn. Does AMS make any check on the importation of 
screenings from Canada? 

Mr. Wurriock. We have some responsibility under the Federal 
Seed Act. It is a rather complex thing and needs to be rewritten 
because it does not achieve the purpose ion which it was intended. 

It does not keep out the weed seeds and does not keep out the 
screenings. We make no regular check on screenings imported in this 
country. I think there is quite a volume of screenings moved in here 
and made into pellet feed. 

Mr. Founta1n. Who does that, if it is done? 

Mr. Wurrtock. I think that is general, probably, in the northern 
part of the country. I think the Puget Sound country brings in quite 
a tonnage every year and uses it for making feed pellets of various 
kinds. I do not believe it is mixed into our grains very much because 
the screenings from Canada would be screenings from Red Wheat. 
Our wheat in the Northwest is primarily White wheat. 

Mr. Fountarn. Do you have any responsibility for checking with 
customs authorities to see how much is being imported and who is 
doing the importation and what is happening to it ? 

Mr. Wuiritock. You mean screenings or wheat unfit for human 
consumption ? 

Mr. Founrtarn. Either or both. 

Mr. Wurriock. We work with the customs people in connection 
with the importation of wheat to determine if the wheat contains more 
than 30 percent of damage and is therefore “unfit.” As you know, 
such wheat may be imported without very much restrictions. Cus- 
toms draws the samples and submits them to us for analysis. They 
make the final decisions regarding the importation. 

Mr. Naveuton. Mr. Whitlock, you said you did not believe that 
very much of the screenings being imported from Canada were being 
mixed with our grain. 

Mr. Wurriock. Not in the Pacific Northwest. 

Mr. Naveuton. Do you believe that some grain being imported 
from Canada, screenings, is being mixed ? 

Mr. Wurttocx. I would not want to venture an opinion on that. 
We have lots of foreign material in our Hard Red Spring wheat al- 
ready, weed seeds, chaff, etc. It is a problem getting rid of what we 
have in our own wheat before we buy any more from Canada. 

Mr. Naveuton. It is customary out there, is it not, for at least 
some elevator operators to mix in the maximum permitted amount 
of trash that is available for mixing in grain being loaded out, getting 
as close to the tolerance they can without going over it? 

Mr. Wurrtock. I would suppose that any elevator would do that. 
Our records on the quality of the grain exported does not, however, 
indicate that that is as widely practiced or as bad as it may appear 
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to be just from the statement itself. We have some data here covering 
190 million bushels of exports from the Pacific Northwest. I can give 
you the moisture contents and the actual dockage, foreign material, 
mixture of other classes, and other factors. 1 

Mr. Naveuton. I have seen that. That does not indicate how 
much of that material was in there naturally and how much was 
mixed in, does it ? 

Mr. Wurrtock. No, but that data is available from other sources. 
We know that about a third of the wheat coming from the Pacific 
Northwest carries dockage. About 30 percent has 1 percent or more 
of dockage. ; 

Mr. Picxarp. As I understand Mr. Whitlock’s statement, it does 
relate to the question of how close to the maximum tolerances the 
warehouses do come in their mixing. The question was: Do they 
mix in all they can ? A 

I believe Mr. Whitlock indicated the figures he had. It might be 
well if he read those into the record, Mr. Chairman. 

Mr. Fountain. Go ahead, Mr. Whitlock. 

Mr. Wurttock. The figures I have here cover 19614 million bushels 
of wheat exported from the Pacific Northwest in 1956 and 1957. Those 
figures show that the Hard Red Winter—I can give you the test wheat 
and moisture and other factors across the board if you would like, sir. 

Mr. Naveuton. I have looked at that material. I think it does 
show that the grain was not up to the full tolerance allowed on each 
of the grading factors. In other words, moisture was 12 percent 
where 14 percent was allowed. I think the dockage was around six- 
tenths or seven-tenths of 1 percent. 

Mr. Wurttock. Moisture was 1014 percent, 10% percent on the 
No. 1 and the No. 2 Hard Winter. 

On the White wheat, the moisture was 11.2 percent. 

Mr. Naveuton. That shows the grades coming out of the elevator. 

Mr. Wurttock. That is right. 

Mr. Naventon. What knowledge do you have as to how much 
moisture was in that wheat when it went into the elevator and how 
much dockage ? 

Mr. Wuirtock. A moisture test is made on every carload of wheat 
coming into the Pacific Northwest and has been for years. That data 
is available for many, many millions of bushels of wheat. 

Mr. Naveuton. What is the average moisture content? 

Mr. Wuirtock. It has not been summarized. It could be sum- 
marized from the file copies of the certificates we have. 

r. Naveuton. Is it not true the moisture content of wheat being 


produced in the Pacific Northwest runs down around 9 percent 
moisture ? 


Mr. Wurrttocs. Yes. 

Mr. Navcuton. So in the process of going through these export 
elevators it picks up a little over 2 percent moisture on the average. 

Mr. Wurrtock. I would say the incoming wheat will run around 


8 to 914 percent over the period of years incoming. These figures 
I have show the outgoing stuff runs 10.2, 10.5, to 11 percent. 

Mr. Naveuton. How does it pick up this moisture? Would it 
normally pick up moisture in storage? I know that in the Senate 
hearings the elevator men were complaining about shrinkage and 
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losing moisture. But the grain in the Pacific Northwest actually gains 
2 percent moisture in the process of going through the elevators, 
How does that happen? 

Mr. Wurrtock. I suppose much would be gained by washing but 
some by contact with the air which is heavily ladened with moisture 
during the winter months. 

Mr. Naveuton. And some by addition of dockage? 

Mr. Wurriock. Moisture? Dockage would not add to the moisture. 

Mr. Naveuton. Excuse me. I am sorry. What other way would 
there be for the moisture to increase? 

Mr. Wurrtocs. I cannot answer that question. I don’t know. 

Mr. Naveuton. You know of no other way that the moisture would 
increase except being run through a washer? 

Mr. Fountain. Or water being added. 

Mr. Wurrtock. I know of no other way it could be increased. 

Mr. Navucuton. We have recognized that the average increase in 
moisture is something around 2 percent. What percentage of the 
wheat has been smutty ? 

Mr. Wuirtock. Going back many years ago, 35, 40, 45 percent. 
We could give you that information if you would like. It was 
down to about 6 percent this last year. It has been decreasing rapidly 
in the last 10 years because they have done some very fine research 
work out there on smut resistance varieties. I think the figures last 
year showed 514 or 6 percent smutty. 

Mr. Naveuton. You have a phenomenal decrease in the amount 
of smutty wheat. Have you had an equivalent decline in the amount 
of water that has been added to the wheat going through the elevators? 

Mr. Wurrtocr. I could not answer that without going through the 
records. Do you mean on outgoing wheat? 

Mr. Naveuton. Outgoing wheat. 

Mr. Wurriock. I would like to check my figures. It is still run- 
ning around 10.5 percent. I have some figures from last November 
here if you would be interested in that on the Pacific Northwest, 
exports out of there during the month of November. I have them 
for the Atlantic coast, gulf, and the Pacific. The moisture content 
on the exports out of the west coast during the month of November 
were 10.4 percent. 

Mr. Naueuton. What was the average moisture content of all 
the shipments coming into the Pacific coast? 

Mr. Wurriock. I would have to check the certificates. 

Mr. Naveuton. In the last year, as you said, it averaged 8 to 
9 percent out there. 

r. Wurrtock. Eight to 914 percent. 

Mr. Navucuton. So, even though there is almost no smutty wheat 
or very little, there still is a very substantial percentage of moisture 
increase. 

Mr. Wurrttock. There is a difference in the moisture content on the 
outgoing wheat and the wheat coming in, yes. 

Mr. Naventron. Are you familiar with title VII, section 83, of the 
United States Code, which provides that: 

The Secretary of Agriculture, on the first Tuesday in January and July of 


each year, shall make publication of reports concerning the amount and grade 
of grain delivered to and from any elevator or warehouse. 
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Mr. Wurriock. Yes. 

Mr. Naveuton. Have those reports been made? 

Mr. Wurriock. No; not right from the start, because it required 
also that the Secretary report the amount of grain and the quality of 
that grain that was bought and sold on sample. It would require 
him to furnish that data from every country elevator in the United 
States, which was impossible and was impossible from the time it 
was passed. 

Mr. Naveuton. Would it be possible to do it for port elevators? 

Mr. Wurrtock. In and out of port elevators, yes, if it was all in- 
spected. The law does not require all grain to be inspected, you know. 
The only grain that must be inspected is the grain that is sold or 
bought or offered for sale by grade. 

Mr. Naveuton. What if someone ships in a carload of screenings 
from Canada; then that would not be inspected ? 

Mr. Wutrtock. It would not be required to be, no. 

Mr. Navuecuton. How would the Food and Drug Administration 
find out about it ? 

Mr. Wuit.tock. Their inspectors. 

Mr. Navenron. The inspector did not inspect it. 

Mr. Wuittock. I guess then they miss it. 

Mr. Naveuton. And if it was later dumped into—— 

Mr. Wurriock. The act only requires an inspection to be made 
where there is a sale by grade and a shipment from or to an inspection 
point. It must be a grain for which standards have been fixed. There 
are no standards for screenings. 

Mr. Naveuton. In the light of all these circumstances, it would be 
fairly simple for someone to import screenings from Canada and dump 
them into a cargo of grain going overseas? 

Mr. Wuirtock. Yes. 

Mr. Picxarp. I believe Mr. Whitlock indicated earlier in his testi- 
mony it was very unlikely that would happen because of the different 
color and appearance of the Canadian screenings, that he doubted very 
much that Canadian screenings were mixed into the Pacific North- 
west wheat for that reason. 

Mr. Naveuton. On that question, if those same screenings would be 
put into barley, would they show up in barley ? 

Mr. Wuiriock. You would not expect to find screenings from Red 
wheat in any wheat or barley from the Northwest. 

Mr. Naveuton. Stippose you did find them; what would you do 
about it ? 

Mr. Wurrtock. We would have no authority over it. We would 
degrade the grain if we found it there in sufficient quantity. 

Mr. Naveuron..If you found it was not over the tolerance or was 
less _ 1 percent of Canadian screenings in wheat then what would 
you do? 

Mr. Wurrtock. Our action would be based on what—we would 
simply grade the grain as we found it. 

_ Mr. Naveuron. It does not make any difference if it was screen- 
ings from Canadian wheat. You would not make a report on it? 

Mr. Wurrtock. No. 

64140—61—pt. 45 
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Mr. Navcuton. For example, in the export loading log, would it 
be separately stated if it looked like there were screenings from Can- 
ada in a cargo? 

Mr. Wurttock. We would record the percentage of foreign materi- 
als and dockage in that shipment. 

Mr. Picxarp. I would like to respectfully point out Mr. Whitlock 
stated he had 42 years of experience in this business. He stated his 
opinion that because of the different color and appearance of the 
Canadian Red Winter wheat he does not believe it very likely for 
the screenings from that type of wheat to be put in the grain from 
the Pacific Northwest. I might emphasize that Mr. Whitlock’s ex- 
perience prior to coming to Washington a few years ago was in the 
Pacific Northwest and he was in charge of the grain inspection oper- 
ations in that area, so I think he knows what he is talking about and 
it. seems to me it gives an incorrect. impression in this record if we go 
on the basis of these hypothetical questions, which are not based on 
the testimony of Mr. Whitlock. 

Mr. Naveuton. I believe the record will show that it was not a 
hypothetical question as to whether the inspectors had instructions 
to report instances where they found Canadian screenings in wheat 
being shipped from the U.S. ports. I believe Mr. Whitlock’s testi- 
mony is very clear on that point. 

Mr. Wuiriock. Our inspectors are required to report to us the 
presence or the receipt of any grain which may fall within the agree- 
ment that. we have with the Food and Drug; this matter of mixing 
DLAQ, distinctly low quality wheat, into other grain of a higher grade 
for human consumption, the inspectors are required to report to us 
the presence of any cars in the market which may fall into that 
category. 

Mr. Naventon. Of course, all cars do not have to be inspected. 
If they found a car which was a full car of screenings and thought 
it was going to be mixed, they would report it. 

Mr. Wurittock. That is right. 

Mr. Naveuron. But. if they found 'that car of screenings already 
mixed to the tune of 1 percent in each load being shipped out they 
have no instructions to report that, do they ? 

Mr. Wuittock. No. We have no authority on it. 

Mr. Naventon. Getting back to this report that the statute says 
shall be made, wouldn’t a report on the quality of grain going into a 
port elevator and the quality coming out of the same port elevator 
tend to show up pretty quickly whether they were mixing out a much 
higher grade than was being shipped in ? 

Mr. Wuirtockx. For many years we have made a summary every 
year showing the numerical grade and class and subclass of all grain 
of all kinds going into about 50 markets in this country and those mar- 
kets include all of the export markets so we can read one of those re- 
ports and find out exactly what Galveston received in the way of win- 
ter wheat, spring wheat, barley, corn, oats. That is published every 
year. 

Mr. Naveuton. On that particular point, isn’t there a lot of delib- 
erate admixture of wheat of other classes up to the maximum that is 
allowed ? 
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Mr. Wuitiock. Well, the figures show here, if you are interested in 
that, on exports from the Pacific Northwest, 1955-56, were 1.9 percent 
of other classes, in — Red Winter. In White Wheat other classes 
amounted to 1.3, 1, 2.7, and 1.5 percent. The standards permit 5 per- 
cent. 

Mr. Naveuton. On that point, let me read from some testimony that 
was presented at hearings on proposed changes in the official wheat 
standards on January 9, 1957. This is the testimony of Mr. Owen 
Wimberly, manager of the O. K. Milling Co., and he refers to inspec- 
tion records on the port of New Orleans: 


For example, a study of the official— 

Mr. Fountar1n. Are you quoting from him ? 
Mr. Naveuton. Yes. 

(The information quoted follows :) 


ExcERPTS FROM PUBLIC HEARING TO CONSIDER PROPOSED CHANGES IN THE OFFICIAL 
WHEAT STANDARDS OF THE UNITED STATES, AGRICULTURAL MARKETING SERVICE, 
U.S. DEPARTMENT OF AGRICULTURE, JANUARY 9, 1957 


My name is Owen Wimberly, and I am the manager of the O. K. Milling Co., 
and have been since 1946. We operate a flour mill of 1,850 hundredweight capac- 
ity, grinding approximately 1 million bushels of Hard Winter Wheat annually. 
We have three country elevators buying producers’ wheat, and provide storage 
for producers and for country elevators. 

I would like to discuss the reduction on limits in the wheats of other classes. 
We support this proposal in the form of the alternative proposal. We feel the 
tolerances for the No. 1 and No. 2 grades are far too wide and almost nonopera- 
tive as a grading factor in the case of country run wheat and at the same time so 
wide that they invite and encourage the mixing of cheaper classes of wheat into 
wheat which currently is more expensive. 

For example, a study of the official inspection records covering wheat moving 
into and from the elevators of the port of New Orleans during the 4-year period, 
July 1, 1951, through June 30, 1955, reveals the following : 

Total for the period—Inspections were 98.3 million bushels as follows: 
= Million 

bushels 
Hard Red Spring 
Hard Red Winter 
Soft Red Winter 
Mixed wheat 


The inspections out of New Orleans during this period were 97.7 bushels as 
follows: 
Million 
bushels 
Hard Red Spring 
Hard Red Winter 
Soft Red Winter 
Mixed wheat 


It is apparent that the shipment of Hard Winter Wheat from New Orleans 
elevators was approximately 15 million bushels in excess of their receipts, and 
this was accomplished by working into these shipments of Hard Winter Wheat 
approximately 14 million bushels of mixed wheat (a mixture of Hard and Soft 
Winter) and 1 million bushels of Soft Red Winter Wheat. If the mixed wheat 
contained only the minimum of Soft Red, 11 percent, close to 3 million bushels 
of Soft Winter was mixed into the Hard Red Winter shipped out of New Orleans 
elevators during this period. 

New Orleans is not an isolated case. The same mixing opportunity could be 
duplicated to some degree at all points where stocsk of both Hard Winter and 
Soft Red Winter were available. 
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Mr. Naveuton. I understand since that time they reduced the 
tolerance somewhat. 

Mr. Wuiriock. Mixture of other classes, yes. I remember the 
testimony that was just read. 

Mr. Fountarn. Mr. Langen, do you have any questions ? 

Mr. Lancen. There has been a lot of discussion about tolerance and 
specifically reference to screenings. What are those tolerances? 

Mr. Wurrtock. Well, we have no tolerances in the standards other 
than those between the different grades. Now obviously if you have 
a No. 1, 2, 3, 4, 5, and a sample grade in 6 different classes of wheat 
and a number of special grades, you end up with about 96 different 
grades for wheat. Actually, you have 96 different grades for wheat 
in the United States right now. The tolerance I would say is only the 
difference between No. 1 and No. 2. No. 1 must weigh 60 pounds per 
bushel, No. 2 must weigh 58, No. 3, 56, and so on down the line. It is 
a sliding scale but there is no tolerance over and above that. 

Mr. Lancen. There have been references made to a tolerance in 
screenings, or in foreign material that might be contained in this 
wheat. Isn’t it true that when this wheat is inspected and it shows 
that there is 1 percent of foreign material or 2 or 3 or 5, that that 
amount is deducted from the quantity? It is when I sell grain, at 
least. ‘They do not pay me for any foreign material that may be in 
there. Doesn’t it work the same way here? 

Mr. Wuritiock. They pay you for that foreign material as wheat 
unless it comes out in the form of dockage. Now as you know, dock- 
age is the material that the kicker takes out. There is a weight de- 
duction for the amount of dockage applied in terms of whole per- 
cents, 1 percent, 2 percent, 3 percent. But after you have cleaned 
the dockage out, there is still some foreign material left in the sample. 
It then becomes a numerical grading factor. If you have over half 
of 1 percent of such foreign material your wheat would be graded No. 
2. If it is over 1 percent, it would be —— No. 3. You are paid 
for the foreign material that is left in there as wheat, but you have a 
weight reduction on the dockage that is taken out by this dockage 
machine. Is that clear? 

Mr. Lancen. No; it is not clear. I should say it is not clear. 

I have never been able to come up with a quantity of wheat that 
had less than 1 percent of dockage. 

Mr. Wuirttock. Then you always get a weight deduction on that, 
don’t you? 

Mr. Lancen. No; you do not get a weight deduction. They just 
show 1 percent dockage. I have never seen a scale ticket yet that 
did not show a percentage of dockage regardless of how clean it 
was. 

Mr. Wurrtock. Don’t they reduce the gross weight of your wheat 
by 1 percent? That is common practice all over the country. If 
you have dockage, 1 percent, and you have a hundred thousand pounds 
of wheat, they deduct 1 percent of a hundred thousand pounds and 
pay you for the balance. 

Mr. Lancen. That is right. 

Mr. Wurrttock. There is a weight deduction because of the dockage 
but if there is some material in there hard to separate that does not 
come out in this cleaning device we use, then that material in the 
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grain, becomes a numerical grading factor. It may cause it to grade 
1,2, 3, 4, because it is in there and they could not get it out. 

aa NGEN. Are there tolerances for that kind of foreign ma- 
terial ¢ 

Mr. WuitLock. You havea half percent for No. 1, 1 percent for No. 
2 and 2 percent for No. 3. We do not like to talk about tolerances 
because that may mean something over the grade limits. 

Mr. Lancen. I know this is a problem in our country. Isn’t it 
more of a problem to get the grain down to within those tolerances 
than it is to bring it up to it? Our big problem is one of trying 
to get out enough of it so we can get below the tolerance rather than 
one of having to bring it up. Is the grain of the Pacific Northwest 
so clean that you have room to bring it up to that tolerance ? 

Mr. Wuirttock. The problem in most places is to clean the grain 
to bring it up to grade. 

Mr. Lanecen. To take out the material so that it will meet the 
specifications rather than adding material so that it will stay within 
the grade. 

Mr. Wuiriock. That is right. Most contract grain for overseas 
sales are No. 1 or No. 2; yet in this country there is a lot of grain 3, 
4,and 5. In the last 5 years there has been an average of more than 
900 million bushels of corn received from country points that grade 
4,5, and sample grade. It comes in from the country, 200 million 
bushels. That gets into commerce and somebody has to do something 
with it, I suppose, to merchandise it. That 1s where some of the 
blending operations come into play. 

Mr. Lancen. Generally speaking, as grain may move through a 
terminal or through an elevator, and I certainly know it is true in 
country elevators, do they not go through a number of processes, in- 
cluding fanning or screening and that sort of thing in order to im- 
prove the grain so that it is of a better quality when it goes out than 
when it came in ? 

Mr. Wuirtock. It is a receiving separator, the name for it. It 
incorporates aspiration principles, the coarse scalping procedure and 
a fine seed sieving arrangement. It is a rather crude, quickly applied 
cleaning operation. Mills would go well beyond these simple cleaning 
operations to get the material ready for milling. 

Mr. Lancen. Are these operations carried on at the port elevators, 
too? 

Mr. Wurttock. Yes, every elevator has to be equipped to do that. 

Mr. Lanegen. In this washing of this wheat, of wheat that may be 
smutty, the statement has been made where moisture has gone up, et 
cetera, but actually the inclusion of smut in this sample makes it very 
undesirable. Is that not right? 

Mr. Wuirtock. Yes. 

Mr. Lancen. With the removal of smut, and while there may be 
an increase of moisture, it is still a better food after it has gone 
through that process than before it went through it. 

Mr. Wurttock. It becomes a merchantable product then, too. Smut 
has an offensive odor, as you know. It is a black, powdery substance 
that is smeared over the kernel. It is difficult to sell smutty wheat, 
particularly to oversea customers. If you want to sell it, you have 
to clean it. 
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Mr. Lancen. I noted, too, the difference 

Mr. Wuirtock. Pardon me just a minute. One other thought on 
this matter of washing more wheat than there is smutty wheat. We 
allow 14 smut balls in 250 grams of wheat before we grade it smutty. 
Those smut balls are big, soft smut balls. They break up very easily 
and I know from my experience in the Northwest that some wheat is 
washed that is not smutty because of the hazard involved in handling 
that wheat through an elevator with say 10 smut balls instead of 14 
to break up and smear over your wheat. You come out with smutty 
wheat when you did not have it going in. With all due deference to 
the exporters, and I am not carrying a torch for them, they do wash 
some wheat simply to eliminate a hazard they may encounter when 
they start to load that wheat aboard ship because we are pretty tough 
on that stuff as it goes out. 

Mr. Lancen. In other words, might this be true, that you have a 
large bin of wheat and during the course of the filling of that bin 
there might be, shall we say, 25 percent of the wheat. that went into 
that bin that was smutty, and the other 75 was not, but because of 
the 25 percent that went in there that was smutty, would it become 
necessary to wash the whole thing ? 

Mr. Wurrtock. If I were an exporter, I would want to wash it 
off to get rid of the odor and other contaminating factors that are 
present in the smut. It would be not a very good thing to mix in 
25 percent smutty wheat in clean wheat. 

Mr. Lancen. Is it within the realm of possibility that that might 
happen within the normal operation of an elevator? 

Mr. Wurrtock. I suppose so, in a year when you had a lot of smut 
and did not have bin facilities to bin it separately. 

Mr. Lancen. I have noticed with interest the difference in the 
moisture of the wheat as it came in and as it went out. Is it the same 
inspectors and the same inspection process, the same moisture mechan- 
ics that are used in determining moisture in both instances? 

Mr. Wuirtock. Yes. 

Mr. Lancen. The reason I inquire about that is because I know 
from experience that the matter of moisture content in grain is often 
very, very hard to determine. 

Mr. Wurriock. That is right. 

Mr. Lancen. And even with the same kind of equipment, you often- 
times will come out with a test that shows a different moisture. 

Mr. Wurirtock. That is right. 

Mr. Lancen. And if I may speak from a personal standpoint, we 
have our own moisture testing equipment on my farm but that does 
not always agree with the elevator. 

Mr. Wuirtock. That is right. 

Mr. Lancen. And if you will go to another elevator you may again 
get another moisture test on exactly the same samples. 

Mr. Wurrttock. That is right. 

Mr. Lancen. Is there room for this kind of error in these figures? 


Mr. Wuirtock. No. The determination of moisture is a difficult 


thing. We use an electrical device that measures the resistance of 
the passage of an electric current through these kernels of grain as 
they are crushed between rolls and the difference in the resistance to 
the passage of that current is translated into moisture content on a 
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conversion table. We will have a crop some years where there are 
other chemical factors that enter into this thing that may affect the 
passage of this current through there and give you a different moisture 
reading than you would have if you had a normal crop. It is one of 
the problems we have in the inspection of grain. 

I would like to make a special statement for this committee. It 
concerns our entire grading program. We have three goals, things we 
have to meet. Our standards must be such that they can be applied 
very rapidly. They have to be simple enough so that any of these 670 
inspectors around the country may apply them uniformly. They have 
to measure the quality of the grain as well as is possible under those 
circumstances. Now on this matter of requiring rapid tests, quick 
tests, we have days in the Kansas City market at the peak of the season 
when there may be 3,000 cars on track, and on every car, the seals have 
to be broken, doors opened, and samplers have to get in. They sample 
these cars in at least five different places, examine each probe to find 
these “plugged cars” that were mentioned here earlier. They take the 
samples up to the inspection office, where they are put through all 
these tests and a certificate is issued the same day. Tomorrow morning 
there may be 2,500 more cars on track, you see. 

The same thing is true in the loading of a cargo of grain. At some 
large export elevators, the grain passes by the inspector at the rate of a 
rarload every 30 seconds. He is drawing samples and making the tests 
and if he sees something he does not like, he rings a bell or tells some- 
body, “You are in trouble, stop the loading.” But by the time he has 
an analysis made, there may be 20 carloads of that grain gone into 
the ship. 

Service has to be rapid. I do not know of any other inspection serv- 
ice that has to meet the deadline that we have to with regard to speed. 
It does handicap us. Obviously, if we had all the time that a seed 
analyst has to make a test of a seed that may take 28 days in the 
germinator, we could pick this stuff over and come up with some pretty 
nice answers, but we do not have that privilege. We have to get cer- 
tificates out the day the work is done. It makes our problems much 
more difficult. 

Mr. Lancen. All grain that goes out receives an inspection as indi- 
cated by the log that was sent to us? 

Mr. Wuittock. That is correct. 

Mr. Lancen. What about grain that comes into this country, that we 
import? What do we do with that? Do we accept the tests that have 
been made in the foreign country, for example? 

Mr. Wurttock. I do not think the law requires inspection on grain 
not grown in the United States, does it ? 

Mr. Pricxarp. [ am not sure about that, Mr. Langen. We could 
check that and let you know. 

Mr. Lancen. The purchaser is responsible for seeing that he got 
the grain that he paid for? 

Mr. Picxarp. He would buy it on the basis of the foreign grading 
certificate presumably, and would have to be satisfied with that; or 
he might buy it by sample, of course, and then have to satisfy himself 
that the grain complied with the sample. 

Mr. Wuirtock. The only inspection that would be required prob- 
ably would be what the customs people might need to determine the 
import duty and things like that. 
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Mr. Lancen. Isn’t there an inspection made on grain coming to 
this country that there are no noxious weeds or insects or that sort. of 
thing that are undesirable, that we have a real fear of coming into 
this country ? 

Mr. Wurrtocks. I think plant quarantine, you would have to con- 
sult with them. They examine not only products that come into this 
country, but also containers. Ships stores are examined. It is a mat- 
ter of considerable concern on the Great Lakes at the moment, ships 
coming in. 

Mr. Lancen. It is particularly the Great Lakes I was thinking of 
at the moment. They are concerned that this may be an avenue of 
——— an insect or a grain disease or something. 

Mr. Warrock. Plant quarantine found some Khapra beetles in 
your territory on a ship that came in in ship stores. 

Mr. Lancen. No further questions. 

Mr. Fountatn. Mr. Whitlock, isn’t the matter Mr. Langen inquired 
about a matter that was intended to be covered by title VII, section 83, 
which we referred to which provides— 


The Secretary of Agriculture, on the first Tuesday in January and July of 
each year, shall make publication of reports concerning the amount and grade 
of grain delivered to and from any elevator or warehouse— 


which you said was an impossibility. 

Mr. Wurrtocs. That is right. 

Mr. Founratn. At this point we might insert in the record a letter 
from the counsel to the Secretary of Agriculture dated December 11, 
and the reply, dated December 21, 1956, which elaborates on Mr. 
Whitlock’s answer this morning but states in substance what he said 
concerning compliance with the statute. 

(The information is as follows :) 


DECEMBER 11, 1956. 
Hon. Ezra Tart BENSON, 


Secretary of Agriculture, 
U.S. Department of Agriculture, 
Washington, D.C. 


Dear Mr. SecRETARY: Title 7, section 83 of the United States Code provides 
that the Secretary of Agriculture on the first Tuesday in January and July of 
each year shall make publication of reports concerning the amount and grade 
of grain delivered to and from any elevator or warehouse. We have inquired 
of the Department concerning these reports and have received some annual 
reports giving statistics on quality of various types of grain; however, the re- 
ports so far received, while helpful, do not appear to be those called for by the 
statute. 

It would be appreciated, therefore, if you will advise whether the reports 
described in the statute have been and are being published by the Secretary. 
If so, will you please provide the subcommittee with copies of the reports issued 
in January and July of the years 1952-1956 inclusive. 

If the reports are not presently being published, it would be appreciated if 
you will advise the subcommittee of the reasons why publication is not being 
made. In addition, it would be appreciated if you will advise the date on 
which publication was last made and whether the Department has ever recom- 
mended to the Congress that title 7, section 83 be amended or repealed, together 
with the date and nature of such recommendation, if any. 

Your cooperation in this matter will be appreciated and, I am sure, will be 
helpful to the subcommittee. 

Sincerely, 
JAMES R. NAUGHTON, 
Counsel, Intergovernmental Relations Subcommittee. 


| 
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U.S. DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 
GRAIN DIVISION, 
Washington, D.C., December 21, 1956. 

Mr. JAMES R. NAUGHTON, 

Counsel, Intergovernmental Relations Subcommittee, 

Committee on Government Operations, 

House of Representatives. 


Dear Mr. Naveuton: This is with reference to your letter of December 11, 
1956, addressed to the Secretary of Agriculture regarding the publication of 
information under title 7, section 83, of the United States Code. 

This provision is part of the second paragraph of section 7 of the statute. 
This paragraph first provides for licensed inspectors maintaining records and 
making reports to the Secretary in such forms and at such times as he may 
require and, secondly, that the Secretary on the first Tuesday in January and 
July of each year shall make publication of a summary of such facts as are 
ascertained from the reports of licensed inspectors showing in as great detail 
as possible all the facts, including a summary of specified information regarding 
grain delivered to each elevator or warehouse and delivered from such elevator 
or warehouse and an estimate of the amount received by or delivered from such 
establishment on sample or type. 

Each licensed inspector is required to furnish to the grain inspection super- 
visor in his district a copy of each certificate issued by him. This certificate 
contains details of the information available to him and is used by the Grain 
Division, Agricultural Marketing Service, in compiling information for publica- 
tion. Reports of such information are issued as annual summaries for the crop 
marketing year applicable to each of the grains. These are the reports copies 
of which were furnished your office. 

Reports have not been issued each year in January and July since shortly 
after the act became effective in 1916. At that time it apparently was deter- 
mined that because of the length of time required for such compilations crop 
year reports would be more informative to the trade than semiannual reports. 
This is borne out by the fact that we have no record or knowledge of requests for 
semiannual reports having been received prior to your request. 

We are unable to locate records or copies of the earliest form of reports or 
summaries that were issued pursuant to this provision. The best information we 
are able to obtain, based on the memory of those still in the Service, is that after 
the act became effective, in 1916, an effort was made to eompile reports giving 
detailed information as to the amount and grade of grain delivered to specific 
elevators and the amount and grade of grain delivered from such elevators, 
together with an estimate of the amount they received or delivered by sample 
or type. Presumably, it was found to be impossible to compile any meaningful 
figures with respect to these details and, therefore, the compilation and issuance 
of such reports were discontinued. 

The statute in question with respect to detailed information provides for “show- 
ing in as great detail as possible.” The grain arriving at a market is generally 
inspected on track, mostly in outlying railroad yards, and may be unloaded in 
any one of several elevators, or it may be diverted to another point, all without 
the inspector’s knowledge. Therefore, it is impossible to make a summary of 
any meaningful figures or information with respect to the volume of grain or 
the various grades received at particular elevators. With respect to the “esti- 
mated amount received on sample or type by such elevator or warehouse,” this 
information obviously is not available from the inspectors, as such grain is not 
subject to inspection under the act, and, therefore, any estimate based on infor- 
mation obtained under the Grain Standards Act would be nothing short of a 
wild guess. 

We do not have available records which would indicate whether or not the 
Department in the years immediately following the enactment of the act recom- 
mended to the Congress amendment or repeal of the section in question. 

Very truly yours, 
B. W. WHITLOCK, Direvtor. 
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I have only one question I want to ask. In the concluding para- 
graph of your letter, dated December 21, 1956, you say : 

We do not have available records which would indicate whether or not the 
Department in the years immediately following enactment of the act recom- 
mended to the Congress amendment or repeal of the section in question. 

The question I would like to ask you, has the Department since 
that time come to the Congress and advised the Congress that it was 
impossible to comply with this act and suggested that it be amended 
or repealed ¢ 

Mr. Wurrtiock. I think our recommendations across the street have 
suggested that that be repealed because it obviously was not a work- 
able requirement. It was impossible to comply with it. I am sure 
you understand, because the Secretary has no way of knowing what 
goes into an elevator out in Valley City, N. Dak., or what comes out 
of an elevator that was not inspected, you see. 

Mr. Founrarn. Would it be impossible to comply with it so far 
as imported grains are concerned ? 

Mr. Wuittock. If you reported by grade. 

Mr. Picxarpv. Mr. Chairman, may we have permission to obtain 
the answer to the chairman’s question and furnish it for the record? 

Mr. Fountarn. Certainly. 

(The information is as follows:) 


Since the date of December 21, 1956, referred to in the chairman’s question, 
the Department has not submitted a recommendation to the Congress that the 
provision of the U.S. Grain Standards Act which is title 7, United States Code, 
section 83, be amended or repealed. This matter is, however, under consideration 


in the Department. 

Mr. Picxarp. With respect to the question on imported grain I 
might point this out: There is very little grain imported into this 
country because we are a surplus grain producer and a heavy grain ex- 
porter. In the second place, any grain that is imported would come 
under the customs control and would normally be imported in bond, 
unless it is going into the trade channels of this country. If it is 
just passing through, it would go through in customs bond and would 
never come under the jurisdiction of the Department of Agriculture. 
If it were released from bond and the import duty paid, and entered 
the channels of commerce in this country, then it is entirely possible 
that the licensed inspectors might be called upon to inspect and grade a 
quantity of grain which was imported grain but had entered the chan- 
nels of commerce in this country. But there would be no way of telling, 
except possibly by the appearance of this grain, that it might be 
foreign grain. I do not believe we import very much grain, cer- 
tainly not wheat, into this country. 

Mr. Naveuton. We do import screenings, do we not? Aren’t there 
screenings imported out on the Pacific coast ? 

Mr. Wurrtocs. Yes. 

Mr. Naveuton. Do you know whether any of these screenings are 
imported by persons who are storing CCC grain? 

Mr. Wurrtock. I would not know. 

Mr. Fountain. The subcommittee is going to have to recess at the 
present time. The subcommittee stands in recess until 2 p.m. 

(Whereupon, at 12:10 p.m., the subcommittee was recessed to recon- 
vene at 2 p.m. the same day.) 
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AFTERNOON SESSION 


Mr. Fountain. The subcommittee will be in order. 

Mr. Naventon. Mr. Whitlock, I am sure you are familiar with the 
mixing of low-grade Canadian ‘wheat which was investigated back 
around 1952 and 1953. As I understand it, the persons or the com- 
panies involved in that were bringing in low- grade wheat which was 
classified as unfit for human consumption, although it was actually 
only frost damaged, and were getting it in at a very much reduced 
customs classification. Through some e sleight- -of-hand they were later 
able to get the customs classification changed so it was no longer clas- 
sified as unfit for human consumption, although of course it was still 
frost damaged and was not eligible for mixing with better wheat. 

My understanding i is that the reason this whole transaction came 
out was that the General Accounting Office, or someone else, in an 
audit of the customs service discovered the change of classification, 
and this touched off the investigation which revealed that there had 
been other practices at port elevators of mixing low-grade grain with 
good grain. But if it had not been for the original audit of the cus- 
toms serv ice, which was for another purpose, it might never have been 
discovered or certainly not at that time. 

In the light of that, what assurance is there that firms or individuals 
“ not now importing screenings or other low-grade wheat from 

Canada, paying full duty on it, and then proceeding to mix that with 
better grade w heat and sell it either for export or in domestic circles 
at wheat prices? 

Mr. Wurrtock. I think that would be a problem for Food and 
Drug to answer. If you refer to this joint service we handle with 
Food and Dr ug, I think I can clarify that a bit. This service that we 
handle jointly with them refers to wheat which is musty or sour 
and contains a high percentage of damage. In those cases, in accord- 
ance with our agreement with these 30 grain exchanges and with 
Food and Drug, ’ we issue notices to the receiver of that grain that, 
in our opinion, this wheat is unfit for mixing with grain of a higher 
grade. The understanding we have with the trade is that when they 
receive such notices they “will divert these cars into feed channels. 
We are usually so advised of the disposition of these cars. 

We have had some years when we have issued as high as 8,000 of 
those notices. I think that is the peak year. 

Mr. Navcuron. Mr. Chairman, I have a copy of the notice here 
which we might put in the record at this point. 

Mr. Founrarn. If there is no objection, it will be put in the record. 

(The document referred to follows :) 

U.S. DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 


GRAIN DIVISION, 
825 U.S. Court House, Kansas City 6, Mo. 


Subject : Contents car. 

Certain grain such as wheat that is musty or sour and contains a relatively 
high percentage of damaged kernels, rye of like degree of unsoundness, and 
screenings are regarded as adulterants in cases where such grain is mixed with 
grain of better quality. 
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This notice will inform you that in the opinion of General Field Headquarters 
of this Division, an admixture of the abovesaid lot of grain into grain of better 
quality would likely constitute a violation of the United States Food, Drug, and 
Cosmetic Act. 

This notice is issued as a part of a program that is designed to prevent the 
adulteration of grain and is issued in the expectation that the lot of grain 
to which it refers will be disposed of for what it is, and that it will not be 
mixed contrary to law. 


Please advise regarding the disposition of this lot. 


Mr. Wutttock. That does not have anything to do with the frost 
damage that you speak of. We do not declare frosted wheat unfit 
for mixing with other grain of a higher grade. The only time we issue 
a notice where we say it is unfit for mixing is when that wheat is 
musty or sour, pungently so, where it contains a high percentage of 
damage. That is our agreement with Food and Drug. 

Mr. Navenuton. According to the Food and Drug testimony this 
morning, there may be a difference of interpretation on frosted wheat. 

Mr. Wurrtock. That does not enter into our agreement with them. 

Mr. Naveuton. They enforce the adulteration statute. 

Mr. Wurttock. Ours covers only wheat which is—— 

Mr. Naveuton. Then you would not report a car of frost damaged 
wheat which came in ? 

Mr. Wurrttock. No. 

Mr. Naveuton. Food and Drug would not find out about it from 

ou. 
: Mr. Wurrtock. No. There never has been any request from them 
that we do so. You have some years when there is an awful lot of 
frosted wheat in this country, particularly in Montana. Canada has 
years when they have a lot of frosted wheat. 

Mr. Fountarn. That comes in at a low duty, does it not, a lower 
tariff? 

Mr. Navcurton. It used to. I do not know whether it does now. 

Mr. Wuirttock. If it is over 30 percent. 

Mr. Pickxarp. May I say something at this point, Mr. Chairman? 

I am sorry we are not very well prepared, Mr. Chairman, on the 
subject of frost-damaged wheat. We were not aware that that was on 
the agenda today. Based on my recollection of what happened a num- 
ber of years ago, I am not prepared to concede at this time that this 
was discovered by the General Accounting Office in an audit of the 
Customs Bureau. That may well be the fact. I do not know. 

Mr. Founrtatn. If you find otherwise, you can let us know. 

Mr. Picxarp. I do know that the Department of Agriculture in- 
vestigated the cases involving frost-damaged Canadian wheat at an 
early stage. During the period 1952-54, the Department of Agricul- 
ture referred to the Department of Justice almost 100 reports of in- 
vestigation involving the importation and disposition of frost- 
damaged Canadian wheat. The Department of Justice instituted 
criminal action against six companies and 17 individuals for false 
statements and conspiracy to defraud the Government. Civil claims 
were asserted against some 21 different companies in connection with 
the exportation under the International Wheat Agreement export sub- 
sidy program of wheat and wheat flour which contained upward of 
2.2 million bushels of Canadian wheat. Total recoveries by the Gov- 
ernment from these 21 companies, including amounts collected ad- 
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ministratively by Commodity Credit Corporation and amounts col- 
lected by the Department of Justice, exceeded $214 million. This was 
in addition to $187,500 in fines collected in criminal prosecutions. 
The Senate Committee on Agriculture and Forestry conducted hear- 
ings in 1953 on this subject. That was after the Department of Agri- 
culture had commenced its investigation of the Canadian wheat mat- 
ter and had referred a number of cases to the Department of Justice. 
The investigations on the port elevators which we have been discussing 
today were conducted at the request of the Senate subcommittee that 
the Department conduct investigations to ascertain if other port 
elevators, in addition to those at the gulf ports, were engaging in 
irregular practices such as the slugging of export cargoes with low- 
quality wheat and the mixing of low-grade grain with other grain in 
entire disregard of uniform grain standards. 

Mr. Naveuton. I have no intention of minimizing the work that 
the Compliance and Investigation Division did on those Canadian 
wheat situations, because I think undoubtedly they did an excellent 
job on that. What I am trying to bring out is whether there are 
established procedures which would prevent a recurrence of the im- 
portation of low-quality wheat. Let’s not talk about frost-damaged 
grain. Let us talk about screenings, which are not even grain. What 
is there to prevent someone from importing screenings from Canada, 
paying full duty so they will not be caught in an audit of the customs, 
and proceeding to mix those screenings with grain and sell it at 
grain prices ¢ 

Mr. Wurrtock. Food and Drug. 

Mr. Naveuton. Food and Drug have told us they have no proce- 
dures adequate to catch that. 

Mr. Wuirtock. We have no authority. 

Mr. Naveuton. You do not even inspect cars of screenings, do you? 

Mr. Wurttock. No. It is not required under the act. 

Mr. Naveuton. As a matter of fact, if somebody wanted to try 
to get away with this, unless someone in the trade happened to find 
out about it and tell on him, or unless he was caught by accident, he 
probably could get away with it, could he not ? 

Mr. Wurrtocs. Yes. 

Mr. Naventon. I think you already testified there are screenings 
being imported from Canada, but. you do not know whether they are 
being imported by persons storing CCC grain. 

Mr. Wurittock. I don’t know. 

Mr. Navueuton. If you checked on that, I think you might find 
something rather interesting. 

Mr. Pickarp. Do you have any information, Mr. Naughton, that 
you would like to call to our attention on that ? 

Mr. Naveuron. Yes. I can’t give it to you in a public hearing 
because we have it on a confidential basis. 

Mr. Pickarp. We would appreciate receiving it in confidence if 
there is any information of that sort that would be of interest to the 
Commodity Credit Corporation. We believe it should be called to 
our attention. 

Mr. Naveuton. I assure you it will. 

Mr. Picxarp. Fine. 
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Mr. Naucuton. On the dockage situation, the farmer is paid when 
he sells grain to an elevator only for the net weight of grain which 
has no more than 1 percent of dockage, or whatever the figure is. Is 
this on the theory that the dockage or trash will be removed and 
discarded or sold for a use of lower value? 

Mr. Wurriock. I think that is on the basis that it is not a product 
that you can mill, and it will be removed before it is manufactured 
into any product. Therefore, it should not be paid for as wheat. 
We have dockage on barley, too. We do not have on oats. 

Mr. Navcuron. Is it customary in washing wheat on the west 
coast to remove the dockage before washing ? 

Mr. Wurriock, I don’t believe I am in a position to answer that. 
There have been some news articles advising that the dockage is re- 
moved and then returned later to the wheat. 

Mr. Navueuron. Do you recall from your reading of the C. & I. 
reports on port elevators, if you read them, that this was discussed? 

Mr. Wuirttock. I believe so. 

Mr. Pickarp. I believe some mention was made in the investiga- 
tion report. 

Mr. Navueuron. That it was the practice in at least one elevator. 

Mr. Wurriock. That charge received a lot of publicity out there, 
I think chiefly from Mr. Stevenson, who was then president of the 
Washington Wheat Growers Association. He went on a tour of one 
of the elevators there and happened to visit a washing floor where 
there were sacks of dockage over in a corner which he was told was 
taken out of the wheat before it was washed and would be returned to 
the wheat after it was washed, but that is out of our bailiwick. 

This bulletin says that material is removed before the washing 
process, but it doesn’t mention that it is returned. 

Mr. Navucutron. Under the testimony we received from the Food 
and Drug Administration, it is adulteration to return that to the 
grain after it has been removed. 

Mr. Wuirtock. Thatisright. , 

Mr. Naucuton. I think you made the comment, and perhaps you 
might want to clarify it for the record, with respect to washing of 
wheat which is not graded smutty, that if you were operating an ele- 
vator you probably would wash all of it, also. 

Mr. Wurrtock. Not all of it. 

Mr. Naveuron. All that had evidence of — 

Mr. Wuittock. Yes, I would wash everything that I thought had 
smut in it. This bulletin covers that very point. For the same rea- 
son I gave you: Every time you handle it, the smut balls break up 
and the wheat becomes smeared. 

Mr. Naveuron. If the purpose of washing wheat is to escape the 
danger of smut balls—even though it is not graded smutty and it 
has less than 14 balls per 250 grams—if the purpose of washing it is 
to remove the smut, which is not enough to grade but may cause 
trouble by breaking up and spreading, and if the dockage from that 
wheat is removed before it is washed, then when the dockage is put 
back in, isn’t there a danger that it will be recontaminated with smut? 

Mr. Wuirtockx. Because some of the smut balls come out with the 
dockage ? 
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Mr. Navcuton. Does it not make it appear that the real purpose 
of washing some of this grain is not concern for smut damage, but 
because it is going to gain 2 percent moisture? 

Mr. Waurttock. I think you had better draw your own conclusions 
on that. 

Mr. Fountain. Have you an opinion? 

Mr. Wuittock. Not that I would care to express. I would presume 
that it would be true in some cases and not in others. 

Mr. Fountarn. What would be true in some cases? 

Mr. Wurirtock. That they would wash it to increase the weight. 

Mr. Fountatn. I know you could not make the blanket statement 
that everybody did that. 

Mr. Wurttock. That is an opinion, but I should not offer that at 
all, really. 

Mr. Founta1n. You are entitled to have an opinion. After a man 
has been in Government 41 years, he ought to be entitled to have an 
opinion based upon his experience. 

Mr. Pricxarp. I think Mr. Whitlock is saying he is not an expert in 
the field of commercial warehouse operations. He is an expert in the 
field of grain inspection. Whatever opinion he might have as a per- 
sonal opinion with respect to warehouse operations would not be of 
probative value. 

Mr. Fountarn. Actually, most opinions we have are personal opin- 
ions, and they are subject to fluctuation from day to day, depending 
upon the discovery of new facts. 

Mr. Wurrtock. Off the record, if I may. 

Mr. Fountarn. Off the record. 

(Off the record.) 

Mr. Fountarn. Smut balls do not have much weight, do they ? 

Mr. Wurriock. No. They are light. 

Mr. Fountaty. Why would anybody want to put them back? 

Mr. Wurirtocx. They just happen to be with the dockage they take 
out. They can’t separate it. 

Mr. Founratn. There would not be any reason deliberately to put 
them back ? 

Mr. Wurrtock. No. The dockage consists of chaff and other 
things which may be removed by sieving operations. You may occa- 
sionally get a smut ball out with your dockage, and of course if you 
put the dockage back in you are putting the smut back in. It would 
depend upon the size of the smut balls whether there was. 

Mr. Naueurton. In other words, they are concerned about the possi- 
bility of smut damage, but they are not concerned enough about it to 
stop them from the illegal practice, according to Food and Drug Ad- 
ministration, of putting the trash back into the wheat, including such 
smut balls as are included in the dockage. 

Mr. Picxarp. That is a conclusion, Mr. Naughton, I believe you are 
drawing. I don’t believe we are competent and I don’t think we 
should be the ones to say whether that is a correct conclusion or not. 

Mr. Naveuton. I believe the record will show. 

One final question. Do you feel that there should be a tightening 
up of the laws, regulations, or procedures in connection with the im- 
portation of screenings and low-grade wheat from Canada? 
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Mr. Wurrtock. I would think, first of all, we would want to know 
what we are trying to do. Are we trying to keep screenings out or 
trying to keep weed seeds out? When we decide that, I think the 
present ogee does need overhauling. I don’t think it accom- 
plishes either purpose the way it is now. We should not try to keep 
screenings out of this country by putting the work under the Federal 
Seed Act, if you want to keep the screenings out, if that is you major 
goal. On the other hand, if we are trying to keep weed seeds out, it 
ought to cover more grain, The wheat that comes from milling 
and the barley that comes from malting contain weed seeds. 

Mr. Naveuron. Not necessarily trying to keep it out, just trying 
to keep it from being mixed and sold as good grain. 

That is all, Mr. Chairman. 

Mr. Founratn. Thank you very much, Mr. Whitlock. 

(Off the record.) 

Mr. Founrarn. Mr. Vickery. Mr. Vickery, you are the Director of 
the Grain and Feed Division of the Foreign Agricultural Service; is 
that correct ¢ 

Mr. Vickery. That is right. 

Mr. Fountain. Will you raise your right hand and be sworn, please. 

Do you solemnly swear that the testimony ¢ are about to give 
at this hearing will be the truth, the whole truth, and nothing but the 
truth, so help you God ? 

Mr. Vickery. I do. 

Mr. Fountain. Will you describe for the record any responsibilities 
which the Foreign Agricultural Service has or any activities in which 
it is engaged which are related to insuring that grain exported from 
the United States is of proper quality ? 


TESTIMONY OF RAYMOND E. VICKERY, DIRECTOR, GRAIN AND 
FEED DIVISION, FOREIGN AGRICULTURAL SERVICE, U.S. DEPART- 
MENT OF AGRICULTURE 


Mr. Vickery. Ours is a service which is the foreign arm of the U.S. 
Department of Agriculture, and we have an attaché service which 
covers most of the major countries, including the importing countries, 
for grain. If there are complaints regarding the quality or suitability 
of the commodity, we usually hear about them. Our major respon- 
sibility, of course, is to increase exports of these agricultural com- 
modities. We have wheat, feed grains, rice, peas and beans, and seeds 
under our Division. 

Mr, Fountain. Where do your complaints usually come from? 
Do they come from abroad or from within this country, or both ? 

Mr. Vickery. The complaints we would get would come mostly from 
abroad. There would be an importer feeling that perhaps he had 
= gotten the kind or quality of commodity which he had bargained 

or. 

Mr. Fountain. Have you received any complaints concerning the 
quality of U.S. grain exports? 

Mr. Vickery. Yes, we have. 

Mr. Fountatn. Would you describe some of them for us? 

Mr. Vickery. One of the most general complaints we have, of 
course, has to do with foreign materials in grains. We have had com- 
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plaints also ers noxious weeds, insects, and the baking qualit: 
of the wheat. is is one of the major complaints or questions whic. 
arises. 

Mr. Fountatn. What has been the extent of those complaints? 

Mr. Vickery. Generally the buyer feels that there is more foreign 
material in the grain than should have been in there. He then wants 
us to see what the real situation is. Upon investigation, almost with- 
out fail, it turns out that the grain shipped was within the grade speci- 
fied in the contract, and the buyer has of course received in effect what 
he bargained for. 

Mr. Fountarn. Of course, it could have been within the grade 
which he purchased and there still could have been a mixture of low- 
grade grain and high-grade, could there not? 

Mr. Vickery. Yes. That I think, though, would really be what 
he had bought. If he specifies a U.S. grade, whether it was mixed or 
not I don’t think is really relevant. 

Mr. Founrarn. Have you had many complaints in the last 2 or 3 

years? 
: Mr. Vickery. I have been Director of the Division since 1957. We 
have had a number of complaints. I would not say many in compari- 
son to the quantities of wheat which have been exported, 500 million 
bushels or more per year. 

Mr. Founrarn. Can you estimate the percentage of wheat shipped 
about which there have been complaints ? 

Mr. Vicxrry. It is a very small fraction of the total grain shipped. 

Mr. Fountarn. What benefit is it to the United States to have its 
grain exports consistently of good quality ? 

Mr. Vickery. It puts us in a better competitive position vis-a-vis 
. ee the Canadians, Australians, Argentinians, and the 
U.S.S.R. 

Mr. Fountain. That is important, is it not? 

Mr. Vickery. Yes, sir, it is. 

Mr. Naveuton. On that point, Mr. Vickery, what is the reputation 
of Canadian grain overseas as compared with U.S. grain with respect 
to average quality ? 

Mr. Viceient: When we are talking about quality, let us talk about 
foreign materials. Canadian grain is much cleaner than U.S. grain. 
Quality is a lot of other things than physical appearance. If you are 
looking for baking wheat, for example, wheat for flour to bake into 
bread, you are looking for things other than just the amount of for- 
eign material which is in it, which can be cleaned out, of course. 

Mr. Naveuton. One reason we are able to import screenings from 
Canada, and I understand you do not find much of that product for 
sale around here, is that here they put it back into wheat, but in Can- 
ada they screen it out and ship it on down to the United States. 

_ Mr. Vickery. I would not make that statement. You are making 
it. 

Mr. Picxarp. Isn’t it more nearly correct to say the Canadian Gov- 
ernment does follow a policy, and has for years, of cleaning their 
grain much more than this country does? 

Mr. Vickery. All grain exported from Canada is cleaned before it 
is exported. 
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Mr. Picxarp. Also, Canadian grain is handled on a grade preserved 
basis rather than blended and commingled as our grain. 

Mr. Vickery. That is right, by a Government agency. 

Mr. Lancen. If I may inquire here because this puzzles me, cer- 
tainly we have any volume of screenings in this country that is being 
cleaned out of wheat and being done every day, and in large volume. 
It is being shipped and used for feed and other purposes. I am puz- 
zled about the statement of our having to ship in screenings from Can- 
ada because all of our screenings are being sold as wheat. That just 
is not correct. There is not any sense to that. 

Mr. Naueuton. Congressman, I am basing that on some testimony 
given by the Pacific Northwest grain manager for General Mills. I 
probably should say that this applies to the Pacific Northwest, and I 
am not certain about other areas. This is testimony given January 15, 
1957, by the Pacific Northwest grain manager for General Mills. I am 
quoting his testimony : 

All of you are familiar with No. 1 and No. 2 Canadian screenings and recog- 
nize these are produced at the grain terminals in Canada in the process of 
cleaning grain for export and consist almost entirely of cracked wheat and weed 
seeds and sell at from 50 to 60 percent of wheat prices. To our knowledge, no 
similar product can be bought regularly from any American export elevator as 
it is undoubtedly more profitable to leave this material in the wheat to the extent 
allowed by the standards. 

I want to clear up any confusion about this applying to country ele- 

vators, because I did not mean it that way. 

Mr. Lancen. Does not a part of that come about because in so 
many instances the screening of our wheat is done prior to its reach- 
ing a port elevator? Asan example, hard spring wheat, for instance, 
which may originate in Minnesota, North Dakota, or Montana. A 
good part of the screening is removed before it ever gets to a port ele- 

yator, in many instances in the local grain elevator. I think we havea 

market for those screenings. In fact, most of those elevators ship a lot 
of screenings. They are used for whatever they use screenings for— 
feed and that sort of thing. A big percentage of that screening is 
removed long before it ever reaches the port elevator. I know that is 
true even within Minnesota. Considering Duluth and Superior, for 
instance, as port elevators, the grain which comes in there has by far 
a smaller percentage of screening than grain out in the country ele- 
vators because it has been removed prior to that time. 

Mr. Pickxarp. Mr. Chairman, it might be well, since we are com- 
paring Canada with the United States, if we got some information in 
the record showing the fundamental difference between Canada and 
the United States in the handling of grain. 

In Canada, for example, I understand all the grain is marketed 
through a Canadian Government agency, including that marketed 
domestically. 

Mr. Vickery. That is right. 

Mr. Picxarp. In other words, if we were to equate ourselves with 
the Canadian situation, we would have, let us say, Commodity Credit 
Corporation or some other Government agency handling all the grain— 
channeling through this Government agency—into both the domes- 
tic and foreign markets. That would equate us with the Canadian 
situation, because there they market their grain both domestically and 
for export through a Canadian Government agency. That is the rea- 
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son the Canadians do as much cleaning as they do. It is not a com- 
mercial operation. It is a Government operation. 

I think Mr. Vickery would be competent to testify in that area, Mr. 
Chairman, if you wish. 

Mr. Founrarn. I would like to get it on the record, although as far 
as I am concerned I am not interested particularly in the way Canada 
operates. I am not complaining about that. That is their business. 
I am interested in what happens to it after it gets here and the extent 
to which our Government subsidizes the export of wheat. If you think 
it would throw any light on the matter, I would be glad to let him 
proceed. ; 

Mr. Vickery. Mr. Pickard has stated the situation. They have a 
Government agency called the Canadian Wheat Board which has rep- 
resentatives overseas which represent the agency. They sell to im- 
porters in the foreign country, sometimes through international firms, 
sometimes direct, depending on whichever is most profitable to them. 

Insofar as imports of screenings into the United States are con- 
cerned, the customs records are available as to the quantities coming in. 
From time to time we have made representations to the Canadian 
Government regarding these screenings. Particularly in November 
and December 1959, we brought to their attention reports which indi- 
cated screenings might be coming across the border which were certi- 
fied as screenings but which were actually low-grade wheat or which 
should be graded as wheat. The Canadian Government assured us 
that this would be stopped. We have a letter here on this matter, and 
also an instruction issued to their customs officials regarding this. I 
think the record is pretty good on this. The record shows that there 
has been some substantial decrease in the amount of screenings coming 
into the United States, that is, material listed as screenings. 

Mr. Fountarn. Speaking of complaints, do you have any proce- 
dures to determine whether or not there are complaints or have been 
complaints other than those which are directed to you by the indi- 
viduals or the companies involved ? 

Mr. Vickery. We are the eyes and ears of the Department overseas. 
More than that, we have market development agreements with organ- 
izations. In the area of wheat it is with the Great Plains Wheat 
Market Development Association, which has representatives overseas, 
and with the Western Wheat Associates, which is an organization 
of the tristates on the west coast. Obviously, when they are contact- 
ing the trade in those countries they will hear these complaints, and 
they come back to us, also. 

Mr. Fountain. Have you had any complaints about short weight 
in U.S. shipments? 

Mr. Vickery. No, sir. 

Mr. Fountain. You have had none? 

Mr. Vickery. None that I know of. 

Mr. Picxarp. Mr. Chairman, if the committee has no objection, I 
believe we would like to put in the record these letters that Mr. Vickery 
has just referred to. I think they will help clear up the Canadian 
situation. 


Mr. Founrarn. If there is no objection, they will be placed in the 
record as a part of this hearing. 
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(The letter referred to follows :) 


THE CANADIAN WHEAT BOARD, 
Winnipeg, Canada, December 29, 1959. 


Re export of screenings to the United States. 


Mr. Gus BURMEISTER, 
Assistant Administrator, Agricultural Trade Policy and Analysis, Foreign Agri- 
cultural Service, Department of Agriculture, Washington, D.C. 


Deak Mr. BuRMEISTER: You will recall at the Ottawa meeting between United 
States and Canadian officials on grain matters the problem of commercial 
grades of grain entering the United States as “screenings” was discussed. At 
that time we undertook to make a complete investigation of the matter, and 
to take such action ag was necessary to control any illegal movement of com- 
mercial grain into the United States. 

Subsequent to the meeting we made a complete check on all shipments of 
material designated as “screenings” which entered the United States through 
interior border points in the prairie Provinces over a period of several months. 
As a result of that investigation we requested the Customs and Excise Division 
of the Department of National Revenue to cooperate with us in controlling this 
movement to insure that commercial grain did not cross the border under an 
artificial export entry. ‘The procedure to be followed in future is as outlined in 
the attached instruction. 

As you know, there has been a traditional movement of screenings from 
Canada to the United States, originating principally from the lakehead and 
west coast terminals. I believe this movement is in our mutual interest and 
there is no objection to it. The procedures which we shall now follow will 
insure that only shipments which have been officially graded as “screenings” 
will be allowed to enter the United States. 

We would appreciate any assessment of the effectiveness of this policy which 
you may be in a position to make from time to time. 

Yours very truly, 
D. H. TRELEAVEN, Secretary. 


THE CANADIAN WHEAT BoarD INSTRUCTIONS TO THE TRADE 
No. 10 
CROP YEAR 1959-60 


Re export of screenings to the United States. 


To All Shippers and Exporters (Including Millis Who Are Also Shippers), Eastern 
Diwision. 

GENTLEMEN : It has come to the attention of the board that grain eligible for 
a commercial grade has been moving into the United States under the designa- 
tions “screenings,” “refuse screenings,” and “feed screenings.” This movement 
has been taking place through border ports of entry in the Prairie Provinces 
by truck. 

In order to insure that grain eligible for a commercial grade does not enter 
the United States illegally, the Customs and Excise Division of the Department 
of National Revenue has issued an instruction to all customs officers at inland 
border points in Manitoba, Saskatchewan, and Alberta to the effect that ship- 
ments of screenings will be permitted to enter the United States only under 
export permits issued by the Canadian Wheat Board. Such permits will be 
granted on any grade of screenings, provided that the shipper has previously 
submitted a representative sample to the Inspection Branch of the Board of 
Grain Commissioners for Canada for official grading. 

Customs inspectors have also been instructed to obtain a representative sample 
from each shipment at border ports, and submit them to the Inspection Branch 
for comparison with the sample for which the export permit has been issued. 
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Appropriate action will be taken in instances where the actual shipment does 
not conform with the sample submitted with an application for an export 


rmit. 
This regulation becomes effective January 1, 1960. 
Yours very truly, 


THE CANADIAN WHEAT Boarp. 
Approved for the board by 


W. C. McNamara, 
Chief Commissioner. 

Reference: D. H. Treleaven, December 28, 1959. 

Mr. Pickarp. They show that a lot of so-called screenings which 
in the past have been entering the United States from Canada have 
actually not been screenings at all but grain—cracked kernels, and 
low-grade grain—which has been brought in as screenings in order to 
avoid the tariff duty on the higher grade grain. 

The Canadian Government and the Foreign Agricultural Service, 
as Mr. Vickery has indicated, have taken steps to try to have that 
correctly classified so that only that which is truly screenings will enter 
the United States as screenings, and the other will be classified as 
grain and come in at the proper tariff classification, which of course 
would tend to reduce the quantity of low-grade grain which comes in 
because of the higher tariff on wheat outside the import quota. 

Mr. Navueuton. It would not reduce the quantity of screenings. 

Mr. Picxarp. Screenings as such. But a lot of that which has 
been called screenings in the past was actually low-grade grain which 
came in under the screenings category. 

Mr. Vickery. I would like to say, so far as we are concerned, we 
have no evidence that these screenings are being blended into U.S. 


wheat and exported. I wouldn’t say it is not being done, but we don’t 
have any evidence to that effect. 
Mr. Navueuton. You have not taken any action that would have 
gotten you the evidence, though, have you? 
Mr. Vickery. We have had people inquire, yes. As a matter of 
fact, 1 am going to meet with a group in Minneapolis on the 2d day 
r 


of September, I believe called the Crop Improvement Association 
of Minnesota. If they have evidence, I presume I will be getting it. 

Mr. Naveuton. Wouldn’t the best way to get the evidence be to 
trace these cars of screenings coming in and see who is importing 
them and what disposition they are making of them? 

Mr. Vickery. I don’t know. This might be one way of doing it. 

Mr. Naveurton. Isn’t that about the only way you can do a thor- 
ough job and be sure of it? Sure, you can inquire, but if somebody is 
importing screenings to be mixed in with wheat, I don’t imagine he 
will be talking about it too much. ; 

Mr. Vickery. I don’t imagine this individual is, but I suppose 
other people would know about it. 

Mr. Pickxarp. Mr. Chairman, it has just been called to my attention 
that, wheat exported from this country is generally sold on a net 
bushel basis, with dockage deducted from the weight. Therefore, 
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there would be no advantage and no reason for the exporter to add 
dockage or screenings to wheat being exported, because he gets noth- 
ing for it. 

Of course, if there is foreign material or dockage in the wheat as it 
comes in and it is within the permissible tolerance, then he is not re- 
quired to clean it further to take that out, but he would gain nothing 
by adding dockage or screenings to the wheat. 

Mr. Naveuton. If he had wheat which had no dockage and he is 
permitted 1 percent before he is given this penalty, he could benefit 
to the extent of nine-tenths of 1 percent, could he not, by loading it 
up with that much screenings? 

Mr. Pickarp. Theoretically, if it is possible to get wheat with no 
dockage, which I doubt very much, he could mix in a small quantity, 
up to 1 percent. 

Mr. Navcuton. He is allowed up to 1-percent dockage without any 
penalty, so any amount up to 1 percent that was not in there which 
he puts in is profit. 

Mr. Pickxarp. That would be true. However, I want to recall Mr. 
Whitlock’s testimony this morning in which he pointed out on the 
record that in the Pacific Northwest the percentage of dockage has 
been running far Jess than the maximum of 1 percent. I believe it 
has been running an average of about six-tenths of 1 percent. It is 
quite evident they were not trying to mix right up to the maximum 
permissible tolerance. 

Mr. Navucuton. I don’t know that it is evident unless you know 
how much dockage was in that wheat when it came in. If it had one- 
tenth of 1 percent when it came in and six-tenths when it came out 

Mr. Pickarp. Presumably, Mr. Naughton, if he is a good elevator 
operator and trying to take advantage of the tolerance, he would do 
so to the maximum extent, wouldn’t he, rather than just halfway ? 

Mr. Fountain. Maybe he is not a good enough mixer. 

Mr. Vickery, do you have any procedures which are designed to 
check the quality and the quantity of shipments of grain which the 
United States is giving or financing to foreign countries, to make 
certain that the Department or the taxpayers through the Department 
are getting what they are paying for? 

Mr. Vickery. We don’t have any system designed specifically for 
this kind of grain going, say, to India, but we do have in coopera- 
tion with the wheatgrowers a project going on throughout the world 
in which we are drawing samples of grain being received from U.S. 
shipments as well as from Canadian and Australian and other ship- 
ments. These data are being summarized and will be available, but 
I don’t know when. They are in preliminary stages now. 

Mr. Founrarn. It is true that the quality of the grain could mean 
considerable in dollars and cents to us, if we finance it; is that right? 

Mr. Vickery. We finance it in the sense we let the country pay for 
it in local currency and they take delivery of this at the U.S. port. 
The Inspection Service does grade it at that time. I would believe 
they are getting the kind of wheat they are paying for since they do 
take title to it. 

Mr. Fountatn. Have you heard of any foreign countries refusing 
or being reluctant to buy U.S. grain because they were not satisfied 
with the quality ? 
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Mr. Vickery. Only inasmuch as the man is looking for the best 
bargain he can get. 

Mr. Fountan. No one turned it down or refused to take it? 

Mr. Vickery. Not in this sense. 

Mr. Navucurton. Is it true Switzerland refused to buy U.S. wheat 
for at least a year after they got a couple cargoes which were slugged 
with low-grade Canadian wheat ? 

Mr. Vickery. It has been reported that Switzerland said it was 
easier for them to buy Manitoba wheat, with what they call known 
quality. They followed this practice for perhaps more than a year. 

Mr. Naventon. Are you familiar with all the complaints that come 
into the Department ? 

Mr. Vickery. I wouldn’t know, sir. We have quite a few. 

Mr. Navueuron. I ask that because you indicated you had no com- 
plaints about short weight. That is contrary to my understanding. 

Mr. Vickery. I have no information on this matter that I can recall. 

Mr. Naveuton. Have you looked in the file or checked it over? 

Mr. Vickery. Yes. 

Mr. Naveuton. There is a pretty substantial file of complaints 
there. I have seen part of it myself. Particularly there are com- 
plaints about short weight. 

Mr. Vickery. I will look this up. 

Mr. Naveutron. Would you go over the material and furnish for 
the record a summary of the major complaints which you have had? 

(The information 1s as follows:) 


SUMMARY OF COMPLAINTS RELATING TO QUALITY OF U.S. Export GRAINS, JANUARY 
1957 to JuLy 1960 


During January 1957, the Foreign Agricultural Service prepared a documented 
summary of complaints relating to the quality of U.S. exports of agricultural 
commodities for this committee. The introductory paragraph of the section 
on grains read as follows: 

“The most frequent complaints regarding the quality of U.S. wheat allege: 
(1) The presence of foreign material either in excess of the limits specified in 
the official U.S. grain standards, or more generally in excessive amounts; (2) 
that the wheat delivered did not meet the quality to be expected from the 
numerical grade shown on the export inspection certificate primarily on the 
basis of comparison with the Canadian grades; (3) too wide a variation in 
baking performance in different cargoes of Hard Red Winter wheat; (4) a 
blanket complaint involving all the above allegations; or (5) that U.S. export 
wheat was ‘loaded’ to the limit of the determining grade factors applicable to 
the grade under which purchased.” 

Since January 1957, there have been further complaints regarding U.S. wheat 
which follow the pattern of the above first four items. It should be noted that 
the official grain standards for wheat were revised, effective June 15, 1957, so 
that the standards were made more rigorous with respect to foreign material 
in the upper numerical grades. This has been reflected in less frequent and less 
extreme complaints. The complaints that “loading to the limits of the grade” 
(item 5) is infrequently heard, and the evidence accumulated in extensive 
sampling studies demonstrates it to be unfounded on fact. 

There have been some complaints of cargoes of wheat arriving in foreign 
ports with noticeable insect infestation. These complaints have been related 
primarily to export destinations which involve long ocean voyages, such as 
India. There were also some complaints by India regarding the presence of 
weed seeds which are believed to be mildly toxic when ingested in the human 
diet. 
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There have been but few complaints on wheat made directly to the agricul- 
tural attachés. At the same time, the importers have reiterated the substance 
of the first four allegations to other U.S. representatives sufficiently frequently 
to induce USDA to provide additional inspection services which the importers of 
wheat can request of and through the exporters. 

These additional services include a protein content certificate (at buyer’s ex- 
pense), and the more recent (June 1960) innovation of reporting clean-out fac- 
tors on the export inspection certificates. 

There have been several serious complaints on the quality of U.S. corn arrivy- 
ing at oversea destinations. These complaints are in two categories: (1) Gross 
heating, caused by high moisture content; and (2) excessive percentages of 
broken kernels. These complaints are especially difficult to ameliorate, since 
they reflect the result of current commercial practices in the production, handling, 
and shipping of corn. 

Corn is frequently harvested with moisture contents of around 20 percent. 
The official grain standards for corn limit the moisture content for No. 2 and 
No. 3 corn to 14 and 15.5 percent, respectively. When, however, high moisture 
corn is mixed with dry corn to meet these limits shortly before being loaded, the 
corn may still heat, particularly during ocean shipment. On the other hand, if 
the corn is artificially dried prior to shipment it often becomes very brittle and 
the mechanical handling it must undergo results in an objectionably high per- 
centage of broken kernels. 

Mr. Fountain. Are those complaints run down ? 

Mr. Vickery. Yes, sir. 

Mr. Fountarn. How do you run them down? 

Mr. Vickery. As far as foreign material ? 

Mr. Fountain. And quality. 

Mr. Vickery. We check with the inspection service and examine 
these log sheets which Mr. Whitlock showed you earlier. As far as 
the matter of weevils is concerned, we try to look into the situation 
and to advise the Government as to what actions it might take because 
the incubation time is so much shorter than the shipping time. Some- 
times an eae has just been layed and hatched en route and it certainly 
would not be caught in the inspection service. 

Mr. Fountatn. Mr. Langen? 

Mr. Lancen. I notice you mentioned some of the complaints you 
have had, one being baking quality. 

Mr. Vickery. Yes. 

Mr. Lancen. How does that come about ? 

Mr. Vickery. Generally of the nature that there is a lack of uni- 
formity between cargoes that an importer might buy of U.S. No. 2 
Hard Winter wheat. He does not specify a protein analysis or some 
other indicator of baking quality and it varies from cargo to cargo. 

In this case it is an educational program in which we try to point 
out to them the advantages of askin o a Federal protein certificate 
as well as a grade certificate. There is no recourse in the arbitration or 
anything like that because he did not specify the additional quality, 
but he still is not as well satisfied as he might be. 

Purchases in the United Kingdom are an example. They indicated 
they planned to stop buying from the United States, and an arrange- 
ment was made which was already available, the service was avail- 
able through the Agricultural Marketing Service, of providing a 
protein certificate along with the grade certificate. This apparently 
solved their problem. 

Mr. Lancen. Does part of that come about because of different 
varieties of wheat, some of which have better baking qualities than 
others, and because of an almost impossible situation in identifying 
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the differences in those varieties after they are in a warehouse, for 
example? | 

Mr. Vickery. I think this is true, and also varieties grown in differ- 
ent locations which develop different characteristics. 

Under our system you must have some criteria to identify these 
baking characteristics. Protein analysis seems to be the best solution 
at the present time. 

There are other tests, including a sedimentation test, which is an 
easy method which might identify the baking qualities regardless of 
where the wheat came from. Under our system of merchandising 
this might be of some substantial help. 

Mr. Laneen. You stated, also, with regard to complaints regard- 
ing foreign material—— 

Mr. Vickery. Yes. 

Mr. Langen (continuing). That in your followup the purchaser 
had received material which was not as good. 

Mr. Vickery. He had perhaps received wheat from other countries 
that was cleaner. He felt he should get wheat just as clean from the 
United States as from other countries. If he had studied it real closely 
he would have understood that our grades are set up so as to provide 
specific percentages of foreign material, and he was getting this, but 
he would like to get something better. 

Mr. Laneen. Would it have been possible for him in those instances 
to have bought a better grade from us and in that manner received a 
cleaner quality ? 

Mr. Vickery. He could have specified the maximum amounts of 
foreign material he wanted. This is a service which recently has been 
announced on a voluntary basis, Mr. Whitlock mentioned it this morn- 
ing, where you can put dockage and foreign material together, or 
have it separately shown in tenths of a percent. This is not too widely 
known, I believe, so we have an educational program to try to inform 
the foreign buyers about this additional service. It makes us more 
competitive if we can offer clean wheat because the reaction to this is 
better, and I think we must come to merchandising of cleaner wheat. 

Mr. Laneen. Would it seem that possibly our standards or our 
system of grading should be improved ? 

Mr. Views. t would think that perhaps we might put in addi- 
tional grades which might give the buyer a simpler way of stating the 
quality he wants, such as No. 1 super, so that without having to ex- 
amine a whole series of specifications he can get nearer what other 
countries are delivering. I refer to this in terms of physical appear- 
ances. 

Mr. Lancen. We were on the matter of screenings a while ago and 
you submitted something for the record. Did that material contain 
information as to the volume of screenings that come in every year # 

Mr. Vickery. No, sir. I can provide that material which we have 
obtained from the customs people. I have it here for 1959 and 1960 
through June. 
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(The information is as follows:) 


Customs CopE—1190-400 ScREENINGS, SCALPINGS, CHAFF, OR SCOURINGS oF 
GRAINS OR SEEDS, Except FLAXSEED 


U.S. imports from Canada 


1959 : Short tons | 1959—Continued Short tons 


January December 
February 


January-December 


1960: 
JARUATY a oo ek p 
February 7, 348 
March 7, 324 


9, 839 
9, 448 
10, 280 


January-June 
Source: Submitted by Raymond BE. Vickery, Director, Grain and Feed Division, F.A.S, 

Mr. Fountain. You can submit it later. 

Mr. Vickery. If I might quote a couple figures here, in December, 
before the Canadians imposed this additional inspection that they 
have at the border, we got 16,000 tons. In January it got down to 
7,770. 

- In February it was 7.3. 

In March it was 7.3. 

It was 9.8 in April. 

It was 9.5 in May, and it was 10.3 in June. 

The averages are shown here, also, but I think this shows a sub- 
stantial decline. 

Mr. Lancen. That is all, Mr. Chairman. 

Mr. Fountain. Mr. Naughton ? 

Mr. Naveuton. Mr. Vickery, in checking on whether importers are 
satisfied with the quality of the wheat being shipped, do you rely 
heavily on trade missions ? 

Mr. Vickery. We have sent out quite a number in cooperation with 
the wheatgrowers and other organizations in the trade. 

Mr. Navenron. Is it your impression there is general satisfaction, 
and if that is your impression is it based on reports they have brought 
back? 

Mr. Vickery. I don’t know whether the word “satisfaction” is the 
right word. Substantial quantities of wheat are moving in world 
trade and I think it is an indication people are getting pretty well 
what they pay for in comparison with other countries. 

Most of these missions come back with reports we should be deliver- 
ing a cleaner wheat to be more competitive in the foreign markets. 
and that we should have other indicators than just the grade certificates 
as to their baking qualities. This would mean something like protein 
analysis or sedimentation tests. 

Mr. Naventon. Do you think that if some of the foreign material 
were cleaned out it would help us? 

Mr. Vicxery. It would help our competitive position. 
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Mr. Naveuron. On that point it is pertinent to get in some com- 
ments Mr. Miller made earlier. At a meeting of the Great Plains 
Market Development Association on March 30 of this year he states: 

One of the most frequently voiced complaints on U.S. wheat, as well as other 
grains, is the condition or quality of the grain on arrival at a foreign port. Too 
much dockage and foreign material, excessive quantities of shrunken and broken 
kernels, known as cleanout, are hurting our wheat overseas. 

In the light of Mr. Miller’s statement would the FAS approve the 
U.S. Government knowingly subsidizing the exportation of wheat 
which is unfit for human consumption ? 

Mr. Vickery. Not as food. 

Mr. Naveuton. Do you see any reason why this kind of trash 
should get into export shipments at all? 

Mr. Picxarp. What kind of trash? 

Mr. Naueuton. Unfit for human consumption. 

Mr. Picxarp. What do you mean ? 

Mr. Naveuton. Dockage, foreign materials, musty wheat. 

Mr. Picxarp. Feed wheat ? 

Mr. Naveuton. Distinctly low quality wheat. 

Mr. Vickery. I do not think being low quality makes it unfit for 
human consumption. 

Mr. Naventon. Do you think it is good policy for the U.S. Gov- 
ernment to knowingly subsidize the exportation of distinctly low 
quality wheat, musty wheat, sour wheat ? 

Mr. Pickarp. Mr. Naughton, we are in a policy area 

Mr. Naveuron. This is addressed to Mr. Vickery. 

Mr. Pickarp. I am not sure he is equipped to answer that question. 
I think that is a question that he may want to take back to the policy 
people, who have the responsibility for the wheat export subsidy 
program. 

Mr. Naveuron. He can think for himself on this if you would let 
him do so. 

Mr. Picxarp. As his attorney I will advise him he is not at a policy 
level and he is not in a position to answer that question. 

Mr. Fountain. Is that what you are advising him now ? 

Mr. Pickarp. Yes. 

Mr. Founrarn. You are requesting he not answer the question ? 

Mr. Pickarp. That is right. He should refer that question to the 
appropriate policy level. 

Mr. Fountain. That is a question that any layman on the street 
could answer, it seems to me. I cannot imagine our subsidizing any- 
thing that is being exported which we knew was unfit for human 
consumption and sold for that purpose. 

Go ahead. 

Mr. Navcutron. To your knowledge has the U.S. Government 
knowingly subsidized the exportation of wheat which was unfit for 
human consumption ? 

Mr. Vickery. Not that I know of. 

Mr. Naveuron. I take it you were consulted on the Burrus Mills 
transaction ? ' 

Mr. Vickery. I was not in the Grain Division at that time. 

Mr. Naveuton. Mr. Pickard, perhaps you can answer this: Did 
the Department of Agriculture pay export subsidies on the export of 





1410 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


wheat from the Burrus Mills facility which was unfit for human 
consumption ? 

Mr. Picxarp. It was not technically a subsidy but the effect was 
the same. 

Mr. Naventon. Was it paid for at the same rate as on sound wheat? 

Mr. Picxarp. The subsidy is the same on wheat regardless of the 
grade, so presumably it was the same as on higher quality wheat. 

Mr. Navueuton. Did the Department have positive assurance that 
this unfit wheat which was subsidized for ae from the tent storage 
operations of Burrus Mills was not placed into channels of human 
consumption overseas, thereby further hurting the reputation of the 
U.S. wheat ? 

Mr. Picxarp. From all the information we had, and I think we 
furnished this information in a letter to the chairman some years ago, 
this wheat was being sold for feed purposes, for animal feed purposes, 
but we were not in a position to follow that up on each cargo and de- 
termine exactly what happened to the wheat. A lot of the wheat was 
of such quality that no one conceivably could be wanting it for human 
consumption. There was very high heat damage, and it was sold to 
those countries which are normally heavy importers of feed grains 
from the United States. 

I believe West Germany and Great Britain were included as pur- 
chasers. It did not go to countries which might look for a low quality 
wheat for human consumption. 

We were satisfied after looking into it that that wheat was by and 
large going into feed use. That is the purpose for which it was sold. 

Mr. Naveuton. You could not trace it after it left New Orleans, 
could you ? 

Mr. Picxarp. That is right. 

Mr. Navucuton. Some of that wheat was sold to some of the same 
companies which had been previously indicted, convicted, or pleaded 
guilty for mixing unfit wheat, wasn’t it? 

Mr. Picxarp. If you refer to the Bunge Corp., some of that wheat 
was sold to the Bunge Corp. 

Mr. Naueuton. The question of why the Department of Agricul- 
ture engaged in this transaction is a policy one you would not care to 
answer ¢ 

Mr. Picxarp. Engaged in what ? 

Mr. Naveuton. Engaging in subsidization of unfit grain. 

Mr. Picxarp. Why we paid the subsidy ? 

Mr. Naveuton. Right. 

Mr. Picxarp. You are correct; that is a policy question, although I 
might add this: I think under the subsidy regulation there was no pro- 
vision for excluding this type of wheat. In other words, the wheat 
= — provides for subsidy on all wheat. ae 

Mr. Naventon. Is the Department now knowingly paying subsidies 
on the exportation of unfit wheat ? 

Mr. Pickarp. I am not in a position to answer. 

Mr. Naveuton. Do you know, Mr. Vickery ? 


Mr. Vickery. That is not my responsibility, either. I don’t think 
so 


Mr. Prcxarp. We will have to get the answer to that question. 
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(The information requested is as follows :) 


The Department of Agriculture is not now knowingly paying subsidies on the 
export of wheat which is unfit for human consumption. The export subsidy 
regulations provide that upon receipt of a notice of sale the contracting officer 
of CCC will issue a notice of registration by telegram unless he determines that 
to do so would not be in the best interest of the program. The receipt of a 
notice of registration is a prerequisite to eligibility for export subsidy payment. 
Exporters are on notice that wheat that is musty, sour, contaminated, or “unfit 
for human consumption” falls within the category of exports which are not 
considered to be in the best interest of the program. 

Mr. Naventon. Mr. Vickery, I think you might get complaints 
particularly from people who buy for dollars and have been in the 
milling business for a long time and are sophisticated buyers. Do you 
have any procedures which might tend to show the presence of low 
quality wheat in shipments which the United States is giving away! 
Obviously the recipients might not be inclined to ee if the 
quality of the gift was lower than what normally would be expected. 

Mr. Vickery. First of all we have inspection as it goes out. We 
have our attaché overseas. We have samples being drawn of the 
wheat which is arriving in these ports on a sample basis from every 
cargo. 

Mr, Naveuton. There certainly would not be the inclination to 
complain about poor quality of shipments when they receive a gift 
even though the taxpayers might be paying for No. 1 quality wheat. 

Mr. Vickery. I don’t think this follows at all. I think people 


getting U.S. wheat for local currencies —— 
Mr. Navueuton. I refer to donations under title 2 or 3. 
Mr. Vickery. I have nothing to do with that, sir. I don’t know. 


Mr. Fountarn. Who does handle that? 

Mr. Naveuton. Off the record. 

(Discussion held off the record. ) 

Mr. Naveuton. You are in no position to state whether any in- 
quiry has been made with regard to the quality of wheat shipped on 
donation programs? 

Mr. Vickery. No. I thought you referred to Public Law 480 sales 
for local currencies, 

Mr. Navecuton. There would not be the same inclination to com- 
plain there as there would be from a dollar market, would there? 

Mr. Vickery. I feel they would complain just asmuch. I think the 
Indians are as likely to complain as the United Kingdom. 

Mr. Naveuton. Let us take a situation which exists where the ex- 
porter under these Government finance programs is a U.S. company 
and the importer is a foreign branch of the same company. Would 
the oversea branch of Bunge Co. be likely to complain about short 
weight or poor quality from the U.S. branch of Bunge Co. ? 

Mr. Vickery. It may be that the Bunge Co. overseas is the recipient 
but they are not the ultimate users. The complainers are the ultimate 
users. 

I think they would complain. 

Mr. Naveuton. That is all I have. 

Mr. Fountain. Mr. Vickery, how long did you say you had been 
with the Foreign Agricultural Service? 

Mr. Vickery. I have been connected with the Grain Division since 
1957. I have been with the U.S. Department of Agriculture since 
1935 except for a hitch in the Army. 
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Mr. Fountain. What was your position before coming with the 
Foreign Agricultural Service? 

Mr. Vickery. I was with the Agricultural Estimates Division of 
the Agricultural Marketing Service. 

Mr. Fountain. Thank you very much. 

Please raise your right hands, gentlemen. 

Do you solemnly swear that. the testimony you are about to give in 
this hearing is the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Barron. I do. 

Mr. Batxov. I do. 

Mr. Unvernitt. I do. 


TESTIMONY OF WINGATE E. UNDERHILL, ASSISTANT TO DEPUTY 
ADMINISTRATOR FOR PRICE SUPPORT, COMMODITY STABILIZA- 
TION SERVICE; ACCOMPANIED BY JOHN C. BARTON, GRAIN- 
MARKETING SPECIALIST, GRAIN DIVISION; ROLAND F. BALLOU, 
ASSISTANT DEPUTY ADMINISTRATOR FOR OPERATIONS; AND 
HOWARD B. PICKARD, ASSISTANT TO THE DEPUTY GENERAL 
COUNSEL, DEPARTMENT OF AGRICULTURE 


Mr. Founrarn. Mr. Underhill, do you have a statement you would 
like to make ? 

Mr. Unpernma. Mr. Chairman, my name is W. E. Underhill. I 
am Assistant to the Deputy Administrator for Price Support of the 
Commodity Stabilization Service. On August 11 Mr. Naughton, your 


committee counsel, addressed a letter to Mr. Walter Berger, Adminis- 
trator, CSS, indicating that hearings would be held this week. This 
letter pointed out that testimony of Portland Commodity Office 
officials might be required, and that 2 days advance notice would be 
given if this should be the case. 

Mr. Berger replied and indicated that because of previous plans 
Mr. Clarence Palmby, Associate Administrator, CSS, who is most 
familiar with some of these subjects to be covered by the investigation 
would be out of town and also that he (Mr. Berger) would be in 
Texas this week. Accordingly, Mr. Berger suggested that the order 
of the hearings be such that those items be deferred which would 
require the testimony of CSS witnesses at the policy level. 

We would appreciate having the letter from Mr. Berger made a part 
of the record. Mr. Palmby will be back in Washington next week. 
If any questions involving policy matters develop in the hearing today, 
we respectfully request permission of the subcommittee for Mr. 
Palmby to appear before the subcommittee next week to answer those 
questions. If the subcommittee is unable to schedule such a hearing 
next week, we would be happy to relay to Mr. Palmby any question 
the subcommittee may have on policy matters for written reply to be 
inserted into the record. 

Mr. Fountarn. We were familiar with their absence and we will 
endeavor to comply with that request. 

Mr. Unveruitu. Following a recommendation by the Senate Com- 
mittee on Agriculture and Forestry, we undertook an investigation 
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through the Compliance and Investigation Division of CSS of the 
practices and procedures followed by the port elevators. 

Nine reports of investigation of Pacific Northwest port elevators 
have been made. Copies of these reports were turned over to the 
Senate Committee on Agriculture and Forestry pursuant to its request. 
Four of these cases were closed administratively by the Grain Divi- 
sion on its determination that no irregularities were disclosed. Five 
cases were referred to the Department of Justice for determination of 
whether practices disclosed were of such a nature as to form the basis 
for either civil or criminal action. These cases have been reviewed 
by the Department of Justice and that Department has determined 
that there was no basis for civil or criminal action. 

We will be glad to attempt to answer any questions that the sub- 
committee may have concerning these reports and related matters. 
Mr. Barton is probably more familiar with details of the handling of 
the reports than the other witnesses. 

Mr. Founratn. Mr. Barton, I understand that C. & I. investiga- 
tions were made of port elevators on the west coast, including the 
Port of Vancouver elevator operated by the Archer-Daniel-Midland 
Co. What were the findings of that investigation ? 

Mr. Barton. This was one of several reports which have been ref- 
erenced here. The findings in general were that wheat being handled 
for the account of the CCC, as well as for the elevators own account, 
which came in smutty, was being washed and that there were some 
gains resulting therefrom. I have the exact figures here if you are 
interested in those. 

Mr. Fountarn. We would like to have those. 

Mr. Barron. Showing what the gains were in dollars. 

Mr. Founrarn. As I understand it, this investigation was made in 
1955 covering the period from 1951 to 1954. Is that right? 

Mr. Barton. I believe that is right, sir. 

Mr. Fountain. If not you can correct it. 

Mr. Barton. I am not absolutely familiar with dates and all the 
statistics that are in these reports. 

Mr. Pickarp. July 1, 1953, to June 30, 1956. 

Mr. Fountarn. My information was incorrect, then. But this was 
made in 1955. 

Mr. Navueuton. Which.one? We are.talking about the port of 
Vancouver. 

Mr. Picxarp. Iamsorry. I had the wrong one. 

July 1, 1951, through June 30, 1954. 

Is that what the chairman said ? 

Mr. Founrarn. Yes. 

Mr. Pickarp. That is correct, Mr. Chairman. 

Mr. Fountarn. Go ahead, Mr. Barton. 

Mr. Barton. During that period, the elevator handled 444,193,000 
bushels of wheat. 

Mr. Naveuton. Off the record. 

(Discussion held off the record.) 

Mr. Barron. I should perhaps explain that I am endeavoring to 
testify on a matter that I am not absolutely intimately familiar with. 
The man who handled most of this is on leave at the present time. 
The extent of my knowledge is somewhat limited. 





1414 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Fountarn. I can understand that. 

Mr. Naveuton. Who has been handling that ? 

Mr. Barton. Mr. Gromen. 

Mr. Naucuton. Was it reviewed at a higher level? 

Mr. Barton. Yes, it was reviewed by the Director and other appro- 
priate people, and subsequently forwarded to the Office of the General 
Counsel and the Department of Justice. 

Mr. Naucuron. Had you read it before you came here? 

Mr. Barron. I had the opportunity to read it briefly, and I had 
read it several years ago. 

Mr. Navecuton. That is what I am talking about. 

Mr. Barton. The facts have escaped me in the interval, however. 

I should like to correct the figure of 444,193,000 bushels previously 

iven to read 44,419,302 bushels. The washer gains were 642,915 
e shels, or a percentage gain of 1.44 on the amount handled. 

Mr. Naveuton. What was the valuation of that amount of wheat? 

Mr. Barton. The valuation was $1,502,119. 

Mr. Naveuton. Part of this wheat handled on which this washer 
gain was realized was ADM’s, but what proportion was CCC wheat? 

Mr. Barron. What I have here shows it in terms of bushels. There 
were 11.8 million bushels of CCC-owned wheat and 32.6 million 
bushels of elevator-owned wheat, which would be approximately two 
and a half or three to one. 

Mr. Fountain. What were the other findings of this investigation, 
Mr. Barton? 

Mr. Barton. A study was made in the investigation to determine 
the blending practices. It was found that of the CCC-owned wheat, 
which went in as various and miscellaneous grades running from 1 
down through mixed wheat, the majority of it being in No. 1 and 2 
grades, that all of it came out as either No. 1 or No. 2 wheat. 

The same situation prevailed with respect to the elevators own 
stocks, that is, grades lower than No. 2, but they likewise improved 
the quality of that grain on load out. 

Mr. Naveuton. On that point, the wheat the CCC shipped in was 
higher quality than the wheat shipped in by ADM. Is that right? 

Mr. Barton. That is what the investigation disclosed. 

Mr. Naveuton. Does it show that 16.73 percent of the wheat which 
ADM shipped in was graded from No. 3 down to sample grade? 

Mr. Barton. I do not have them totaled in that fashion but it 
— appear to be an approximately correct figure that you cite 
there. 

Mr. Naveuton. So that ADM for its own account was able to blend 
out quite a substantial portion of No. 3 or less grain ? 

Mr. Barron. They were able to upgrade that to 2 or better. 

Mr. Naveuton. What did the investigation show as to how this 
gain was achieved ? 

Mr. Barron. Presumably it resulted from—are you speaking now 
of the upgrading in quality ? 

Mr. Navenuton. The weight gain. 

oe Barton. Presumably it was from the washing of the smutty 
wheat. 

) Naveuton. Did it also result from putting dockage into the 
grain? 
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Mr. Barton. I don’t recall from reading the reports on that point. 

Mr. Founrarn. Have you information on that ? 

Mr. Naveuton. Yes, the report does say that. 

Mr. Picxarp. That is on barley, I believe. 

Mr. Navucuton. Does it not say that when wheat was washed the 
dockage was removed and the dockage then was put back into the 
wheat? Itstarts at the bottom of page 21. 

Mr. Picxarp. I was trying to find out who was making that state- 
ment. It is always a good idea to get the source of these statements. 

Mr. NaveurTon. This is a statement by a gentleman employed by 
the elevator. 

Mr. Pickarp. It states “All smutty wheat received in the elevator 
is washed regardless of the degree of smut. Dockage which is screened 
before washing, because of the type of washing equipment used, is 
sacked and antes into the grain at a loadout if it isclean. Otherwise 
it is dumped into the river.” 

Mr. Naveuton. Putting dockage back into grain is a practice which 
the Food and Drug Administration testified this morning it regarded 
as adulteration. When you saw that statement in the investigation 
report what action was taken ? 

Mr. Barton. This was one of those reports referred to the Office 
of the General Counsel which subsequently was referred to the De- 
partment of Justice for a determination of criminal and civil action. 
As Mr. Underhill reported, it was one which was subsequently closed 
by that Department. 

Mr. Naveuton. When was this referred to the Department of 
Justice? The report came in on March 18, 1955. 

Mr. Pickarp. January 31, 1956. 

Mr. Naveuton. So it was 8 months before it was referred to the 
Department of Justice. In the meantime what action was taken to 
stop the reported practice of adulterating wheat by putting dockage 
into it? 

Mr. Barton. I would have no knowledge of that, Mr. Naughton. 
That would be an operation which would be pursued by the field office, 
the Portland office. I am not aware of any myself. 

Mr. Navueuton. It would have been Mr. Corey’s job back in 1955 
to crack down on that? 

Mr. Barton. Under the operation of the uniform grain storage 
agreement that office, as well as the other four commodity offices, had 
the responsibility of administering that agreement with the ware- 
housemen. I assume it would be their responsibility to follow up, if 
necessary, on that point. 

Mr. Naventon. There is a clear statement in this report that a 
practice was being followed which the Food and Drug Administration 
testified as adulteration of grain. It is recognized according to the 
P agreement that this is adulteration of grain so there is no doubt 
of that. 

What action has been taken right up until today since 1955 to put 
astop to this practice? 

Mr. Picxarp. I believe the testimony of this morning also showed 
that the Food and Drug Administration was not staffed-— 

Mr. Navucuton. Would you wait until Mr. Barton answers my 
question? I am trying to find out what action has been taken. 
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Mr. Barron. I don’t know. 

Mr. Naveuton. Who in the Department would know of any action 
which has been taken ? 

Mr. Barron. I cannot tell you that unless some of these other 
gentlemen know. 

Mr. Battov. So far as I know, no action has been taken in that 
regard. 

Mr. Navenrox. How much do you suppose the Archer-Daniels- 
Midland Co. might have realized in weight gains through washing 
wheat since 1955? 

Mr. Batiov. I would not have the foggiest notion. 

Mr. Navcuron. If they held up to the average it would be $21; 
million, would it not? 

Mr. Batiov. That may be right. 

Mr. Naveuron. If two-thirds is CCC grain, the economic loss to 
CCC would be about a million and a half dollars, would it not? 

Mr. Batxiov. No, because we recover a portion of that gain. 

Mr. Naventon. What portion? 

Mr. Batxov. One-half of one percent. 

Mr. Navcuron. Mr. Ballou, are you sure of that ? 

Mr. Batiov. Yes, sir. 

Mr. Navcuton. You refer to the agreement which is in effect. Up 
until 1954 there was an agreement in effect whereby when wheat which 
was smutty was washed the Department of Agriculture, the Com- 
modity Credit Corporation, would get a 1 percent credit because it 
was realized there would be a weight gain. 

Mr. Batiov. That is right. 

Mr. Naveuton. Up until 1954 there was an agreement that the 
Department, on wheat which graded over 1 percent dockage, CCC 
would get credit for the gross weight rather than the net weight. 

Mr. Batiov. That is right. 

Mr. Naventon. In 1955, or in late 1954, that agreement was 
changed, and the dockage credit eliminated. The credit for gains 
from washing of wheat was lowered from 1 percent to one-half 
percent. 

Mr. Batuov. Yes, sir. 

Mr. Naveuton. What was the reason for giving this concession to 
the trade? 

Mr. Batxov. I have no knowledge of what the consideration was at 
the time when that agreement was entered into and the change was 
made. 

Mr. Naveuton. No one knows why ? 

Mr. Batxiov. That is an agreement between the elevator in question 
and the contracting officer in the Portland Commodity Office. 

Mr. Naventon. From 1955 through 1959? 

Mr. Batxiov. That contract was not entered into or changed by Mr. 
Corey. It was changed by Mr. Walter Johnson, Director of the office 
at that time. 

Mr. Naventon. In 1954? 

Mr. Batiov. Yes, sir. 

Mr. Naventon. In 1955—we will get to Mr. Corey’s part in a 
moment. 

Mr. Batxov. All right. 





Mi 
Mi 
Mi 
Mi 
Mr 
gaine 
how 
perce 
CCC 
Mr 
Was | 
Mr 
Ev 
rece 
bushe 
Mr 
Mr 
Mr 
Mr 
Mr 
Mr 
the $1 
Mr. 
Mr. 
Mr. 
Mr. 
half. 
gain ¢ 
got $8 
Mr. 
ADM. 
Mr. 
Mr. 
Mr. 
about 
Mr. 
weigh 
deduct 
tion. 
weight 
As ] 
record 
of abo 
The co 
in wei; 
In test 
dollar 
actual 
not ho 
mentio 
sarily 
Mr. 
loaded 


INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1417 


Mr. Naueuton. In 1955 this was reduced to one-half of 1 percent ? 

Mr. Batxov. I think it was in 1954, was it not? 

Mr. Navcuton. Excuse me, yes. 

Mr. Batiov. That is right. 

Mr. Naveuton. From the years 1951 through 1954, when ADM 
gained a million and a half dollars from the w ashing of this wheat, 
how much did CCC’s credit for the 1 percent—they were getting 1 
percent then instead of one-half of 1 percent—how much credit did 
CCC get from this gain ? 

Mr. Batxov. I don’t know because I don’t know how much grain 
was put through the elevator which graded smutty. 

Mr. Navenron. [think that is in the report, also. 

Evidently 7 percent of the CCC grain was graded smutty. CCC 
received a credit of 251,144 pounds. I have not figured it out in 
bushels but it is about 40,000 bushels, is it not ? 

Mr. Battou. How many pounds? 

Mr. Naveuron. 251,144 pounds. 

Mr. Batiov. Roughly 40,000. 

Mr. Navenrton. Is it 40,000 or 4 ,000 2 

Mr. Batxrov. Divided by 60. 

Mr. Naveuton. 40,000 with a value of approximately $60,000 out of 
the $114 million. 

Mr. : ALLou. That is close enough. 

Mr. Naventon. I am still not sure whether it is 40,000 or 4,000. 

Mr. _ 4,000 is the answer. 

Mr. Naveuton. It was $8,000 that CCC got from the million and a 
half. If only one-third of the wheat was ADM wheat, ADM made a 
gain of approximately $1 million on the CCC grain, of which CCC 
got $8,000 credit. 

Mr. Prcxarp. Was that not on all grain in the house, including 
ADM as well as CCC? 

Mr. Naventon. No, the figure for all grain is 

Mr. Batiov. $1,502,000, is it not? 

Mr. Naveuton. $1,502,119.41 of which CCC received a credit of 
about $8,000. 

Mr. Picxarp. This represents the value of the gross increase in 
weight resulting from the moisture changes. It does not make any 
deduction for the cost of doing the cleaning and the washing opera- 
tion. It does not make any allowance for any reduction in test 
weight which might have reduced the value of the grain. 

As the article on washing of smutty wheat which went into the 
record this morning points out, there is very often a loss in test weight 
of about 2 percent or better which would affect the value of the grain. 
The computation in the C. & I. report is based solely upon the increase 
in weight of the grain. It does not make allowance for any reduction 
in test w eight w hich would reduce the value of the grain. I think the 
dollar figure could stand some revision if you are interested in an 
actual pr rofit figure. It would be considerably less than that. I am 
not holding forth for ADM but I do think ‘those points should be 
mentioned for the record to make it clear that. there was not neces- 
sarily a total dollar gain in the amount you indicated. 

Mr. Navernron. They brought in 16 percent sample grade. They 
loaded most. of it out as No. 2 or No. 1. It does not look like they 
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suffered any loss because of deterioration of grade. They put the 
dockage backin. They donot have any loss there. 

Mr. Picxarp. That does not have anything to do with test weight. 

Mr. Naveuton. My understanding of test weight on the west coast: 
It is up around, normally, 62 or 63 pounds to the bushel. Isn’t that 
the test weight of wheat ? 

Mr. Wuittock. It won’t run that high. It will run 60 or 60 plus. 
It won’t run 62 over 10 years. 

Mr. Navenron. It will run high. 

Mr. Wurrtock. It will run around 60. 

Mr. Naucuton. There is no deduction for low test weight for 60- 
pound wheat. 

Mr. Wurrttock. No. 

Mr. Naveuton. If 7 percent of the CCC grain coming in was smutty 
and if ADM was washing only the smutty wheat, how much moisture 
would this wheat have had to gain to account for the increase in the 
weight of the wheat? 

Mr. Pickarp. We have not figured that out. 

Mr. Navcuton. As a matter of fact, it would have been impossible 
for them to make this kind of gain by merely washing the wheat 
graded smutty, would it not? 

Mr. Picxarp. Mr. Whitlock calls to my attention that during this 
period the wheat grading smutty was much higher than 6 or 7 percent. 

Mr. Naventon. I am reading from the report. CCC got credit for 
wheat graded smutty. 

Mr. Picxarp. According to the report you saw it was 7 percent. 

Mr. Navcuton. Yes. 

Mr. Pickxarp. Mr. Whitlock pointed out the average in the area was 
running much higher than that at that time, which would mean there 
would be a lot of wheat which would not grade smutty but which 
would contain smut balls. I wanted in that connection to point out 
one further statement which was read a while ago. It bears on the 
point you were making earlier, Mr. Naughton, as to why did they 
go to the trouble to wash the wheat to get the smut balls out. The 
statement from the ADM employee read into the record a while ago 
said if the dockage was dirty it was dumped into the river; if it was 
clean, they put it back into the wheat. 

Mr. Navueuton. I think if you will read the statement carefully, he 
was referring to that which was graded smutty. The point is that ap- 
parently they were washing a lot of wheat. Unless it was graded 
smutty, they did not give the Department of Agriculture the 1 percent 
credit they had coming. 

Mr. Picxarp. Mr. Chairman, with respect to the question which was 
asked earlier, what has the Department done to stop this practice? If 
the Department wishes to supplement the testimony, may it have per- 
mission to prepare a statement and put it in the record? It is a dif- 
ficult question to answer for a number of reasons. We mentioned 
the case was referred to the Department of Justice. Copies of the 
reports were also made available to the Senate Committee on Agri- 
culture and Forestry, as soon as they were completed. Copies of the 
report were made available to this subcommittee some 2 or 3 years 
ago, through the Senate Committee on Agriculture and Forestry. It 
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also involves the practice of the Food and Drug Administration in 
carrying out their duties under the Pure Food Act. 

As Mr. Rankin testified this morning, he stated that, in his opinion 
adding the dockage back, after it had been removed was adultera- 
tion. He also made it clear, as I recall his testimony, that the Food 
and Drug Administration did not have the staff to police the com- 
mercial grain industry to any large extent; that they concentrated 
on flour and end products, where the users, housewives, and so forth, 
did not have the facilities that the commercial trade had to protect 
themselves. 

Mr. Fountain. Who has the responsibility of following up on a 
C. & I. report of this kind? 

Mr. Pickxarp. On compliance and investigation reports? 

Mr. Fountatn. Yes. 

Mr. Picxarp. It is in the CSS, the Administrator’s Office of CSS. 

Mr. Naventon. You were not implying, were you, that it was the 
duty of the Senate Agriculture Committee or this committee to clean 
up the situation out in Portland for you? 

Mr. Pricxarp. I am simply saying that these investigations were 
made at the request of the Senate Agriculture Committee for the pur- 
pose of determining if there was any slugging of cargoes and any 
other practices such as those that occurred at Galveston and New Or- 
leans. These investigations did not reveal any such practices. 

Asa matter of fact, without exception I think, all of these investiga- 
tions showed that the port elevators generally did not engage in such 
practices, with the exception of those earlier frost damage wheat 
cases involving the gulf ports. The washing of wheat and a few 
other matters were brought out incidentally in connection with these 
investigations. I do feel that certainly the Senate Agriculture Com- 
mittee, and any committee in Congress for which we have performed 
an investigation pursuant to its request, has some responsibility just 
as much as we have responsibility. 

Mr. Fountain. Administrative responsibility ? 

Mr. Picxarp. Not administrative responsibility. 

Mr. Fountarn. Congress passes laws and the administrative agen- 
cies execute them. 

Mr. Picxarp. That is correct, Mr. Chairman. 

Mr. Unpveruitt. I would like to elaborate on one thing Mr. Pickard 
said, the responsibility for following up these C. & I. reports is in the 
Administrator’s Office of CSS, but it is delegated down to the appro- 
priate branch or division that has the responsibility for the thing at 
hand. In these cases this responsibility would start with the Grain 
Division and in the section which Mr. Barton works. That is, the re- 
sponsibility for following up on these particular C. & I. reports, started 
in the Grain Division which had responsibility for checking with 
higher officials when serious difficulties were uncovered. 

Mr. Fountatn. You have already advised us that the Vancouver 
elevator situation was referred to the Attorney General’s Office. 

Mr. Barron. That is correct. 

Mr. Founrarn. The next question Mr. Naughton asked, What action 
has been taken to prevent this sort of thing happening again? No- 
body apparently is in position to answer that. 
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Mr. Batiov. To my knowledge there has been no action taken inso- 
far as Commodity Credit is concerned in connection with this washing 
operation on the west coast. So far as I know it still continues today. 
We have actual agreements in force and effect with all tidewater ter- 
minal elevators in that area which provide that on weight gain we get 
one-half of 1 percent straight across the board on all “wheat we ship 
in there that grades smutty. 

Mr. Naveuron. Out of the million dollars that they made you got 
$8,000. . 

Mr. Unperuitn. We would like to have an opportunity to supply a 
comment on that. That may be correct, but the percentage figures 
do not seem to gibe. 

(The comment supplied by the Department of Agriculture is as 
follows:) 


The counsel for the Intergovernmental Relations Subcommittee of the House 
Committee on Government Operations in interrogating departmental witnesses 
on August 17, 1960, made reference to the extent of the gains (both in terms of 
bushels and in dollars) realized from the washing of smutty wheat by the Archer- 
Daniels-Midland Co. elevator at the port of Vancouver, Vancouver, Wash., during 
the period July 1, 1951, through June 30, 1954. He indicated that the Govern- 
ment’s share of such wheat washer gains amounted to about 4,000 bushels with 
a value of approximately $8,000. Presumably this statement was based upon 
inforniation appearing on page 26 of the CSS Compliance and Investigation Divi- 
sion’s investigation report of March 18, 1955 identified as Report No. S—58-11. 

The C. & I. report, on page 26, makes reference to the issuance of warehouse 
receipts in an amount of 251,144 pounds representing the washer gain to be re- 
turned to the Portland commodity office in accordance with the memorandum of 
understanding in effect during the period under investigation by which CCC 
recovered 1 percent of the net weight of wheat after deducting smut and foul 
dockage. The 251,144 pounds attributed to washer gains was only a portion of 
the amount used by the investigator to account for the difference of 2,237,052 
pounds between the quantity loaded out and the gross weight charged off by 
ADM during the period January 1 to June 30, 1954. The balance was made up 
of the following: 952,635 pounds reflected by warehouse receipts returned to the 
Portiand office representing the amount of net surrenders in excess of actual load 
out, the issuance of warehouse receipts in an amount of 992,149 pounds represent- 
ing the foul dockage deducted by the Portland office from gross weights in arriv- 
ing at net amounts, and 41,125 pounds assumed by the investigator to represent 
the loss to the Portland office of foul dockage from the washing of smutty wheat. 

The 251,144 pounds representing approximately 4,185 bushels, and used by com- 
mittee counsel as the total washer gains realized by CCC, reflected only the gains 
arising from such operations during the first 6 months of the calendar year 1954. 
The investigation report does not disclose what such gains were for the balances 
of the 21%4-year period under investigation. 

The report discloses there were 2,665,158, 135 pounds or 44,419,302 bushels of 
wheat handled by the elevator during the 3-year period July 1, 1951, through 
June 30, 1954. Of this total 708,080,996 pounds or 11,801,350 bushels of wheat 
were for the account of CCC. The balance of 1,957,077,139 pounds or 32,617,952 
bushels of wheat were owned by the warehouseman. 

The actual records showing the amount of wheat received by CCC under the 
agreement are no longer available as this type of record is retained only for 5 
years. However, it is possible to arrive at an estimate based on averages. 

The records of the Inspection Service indicate the following percentages of 
smutty wheat inspections in the Pacific Northwest by crop years: re , 
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The average of these 4 years is 22.1 percent of the wheat inspected graded 
smutty. Statements in the C. & I. report indicated however (by Whitlock) that 
elevators get more smutty wheat than do mills and as a consequence in a year of 
30-percent smutty wheat, elevators will probably receive from 30 to 40 percent 
smutty. Giving effect to this testimony it seems probable that about 27 percent 
of the wheat owned by CCC received at the elevator during the 3-year period 
graded smutty. This should mean that about 3,200,000 bushels of wheat owned 
by CCC and delivered to the elevator during the 3-year period in question graded 
smutty. Under the 1-percent weight gain provided for in the memorandum of 
understanding in effect at the time CCC would have received warehouse receipts 
for about 32,000 bushels. Using an average of $2.33 per bushel as the value of the 
wheat transferred means that CCC received about $75,000 as its part of the weight 
gain resulting from washing smutty wheat over the 3-year period. 

Mr. Navucuton. If you fellows studied this report, perhaps you 
would be in position to know the figures on it. 

Mr. Unverui1. Our people studied it some years ago. I do not 
think we have had ample opportunity to refresh our memories on all 
things in the report at this time. 

Mr. Picxarp. This has been 3 to 5 years ago, Mr. Naughton, since 
we reviewed this report. It was closed by the Department of Justice 
on January 30, 1957, in the Civil Division. They concluded there 
was no basis to take civil action. 

Mr. Fountarn. This is a committee followthrough to see what has 
been done. 

Mr. Picxarp. That is right. 

Mr. Naventon. On that point, Mr. Pickard, I do not think it is 
quite fair to get you in the position of approving these practices if 
that is the position you are getting in. I think it was recognized in 
the agreement with the trade in 1925 that these practices are abuses. 
I do not think there can be any question about that. You are not 
approving it, are you ? 

Mr. Pickarp. Approving what? 

Mr. Naveuton. The practice of adding dockage to grain or deliber- 
ately adding water to grain. 

Mr. Picxarp. I am neither approving it nor disapproving it. I 
am a lawyer rather than an administrative official. 

Mr. Navcuron. Let’s not put lawyers in that position. As a mat- 
ter of fact, didn’t the General Counsel’s Office when they saw these 
reports coming through take the fairly unusual step of sending a 
letter to the operating divisions calling their attention to this and 
suggesting maybe some administrative action should be taken ? 

Mr. Pickarp. We took such a step. I would not say that it is a 
fairly unusual step. After all, we are the lawyers for the operating 
people and if we see anything that should be called to their attention, 
we do so; it is done every day. We do not administer, but if we see 
things that we feel should be called to their attention for administra- 
tive consideration, we do so. 

Mr. Naveuton. Is it the policy now to go ahead and approve of the 
continuance of this practice of dumping dockage into grain at the 
elevator in Vancouver? 

Mr. Pickarp. To whom are you addressing yourself ? 

Mr. Fountarn. Any of you. 

_ Mr. Batiov. As far as dockage is concerned with wheat, keeping 
in mind our contract we have with the elevator operators we operate 
on a net bushel basis. Let me give you an illustration of how this smut 
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deal works. Let’s assume we ship a carload of grain into the ADM 
elevator at Vancouver, which grades smutty. It contains one-half- 
percent smut and also 1-percent dockage. We get a warehouse re- 
ceipt from ADM, based on the numerical grade and the factors of 
that particular carload of wheat, in the number of bushels that is the 
gross pounds weighed over the scales, less the 1-percent dockage, less 
the one-half-percent smut. We get a warehouse receipt in the num- 
ber of net bushels. That carload of wheat is then washed. We get 
a warehouse receipt back that represents one-half of 1 percent on 
that gain of that carload of wheat, an additional warehouse receipt 
in addition to the original we received for that carload. 

Mr. Naventon. In other words, you get docked 114 percent. 

Mr. Batiov. We do not get docked anything. Dockage is not the 
wheat ; neither is smut. 

Mr. Naveuton. You load in grain which is one-half of 1 per- 
cent smut, 1 percent dockage. 

Mr. Batxov. That is right. 

Mr. Naventon. You get credit for 98.5 percent. 

Mr. Batxov. In terms of the clean wheat. 

Mr. Naucuton. Then when it is washed the dockage is removed, 
the smut is taken out, and you get an additional half percent. 

Mr. Batxov. That is right. 

Mr. Naventon. You get acredit for 99 percent. 

Mr. Battov. That is right. 

Mr. Naveuton. In the meantime, the wheat gains about 2 percent 
from added moisture and they throw the dockage back in when it 
comes out of the washers. If we are partners in this why can’t we get 
a better split ? 

Mr. Batxov. Frankly, we got the best deal we could make—maybe 
you can make a better deal. 

Mr. Founratn. What he is saying, we have an agreement and it 
may be good or it may be bad, but we are bound by it. 

Mr. Batxov. That is right. We made the best deal we could. 

Mr. Naveuton. What kind of tough, hard negotiating did you do 
to get this deal ? 

Mr. Picxarp. We would like to submit something for the record. 

Mr. Naveuton. Mr. Ballou said he made the best deal he could. 
Who did you talk to? 

Mr. Batxov. Mr. Walter Johnson made the agreement when the 
agreement was reduced from 1 percent to a half of 1 percent. 

Mr. Pickarp. We are the only depositor of grain in the Pacific 
Northwest who gets that. 

Mr. Navucuton. The agreement was made in 1952. In 1953, the 
C. & I. report showed that ADM was getting over $1 million and CCC 
was getting just a few thousand dollars. 

You had just reduced your percentage. On the basis of that what 
action was taken if not to cut out the adulteration of grain at. least 
to get a better split on it? Was that Mr. Corey’s responsibility ? 

Mr. Unperniiy. We have some documents relating to that point. 
You probably have copies. We might as well introduce them in the 
record at this point if you would like: First, the memorandum from 
the Deputy General Counsel of December 2, 1957, that you mentioned 
just now; the next one is a memorandum from the Assistant Deputy 
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Administrator for Operation, CSS, to the Director, Portland office, 
dated in 1957, to Mr. Corey. That transmitted a copy of the Gen- 
eral Counsel’s memorandum and requesting recommendations. 

The next one is Mr. Corey’s reply to that memorandum on De- 
cember 18, 1957, addressed to Mr. Frank McGregor, Deputy Admin- 
istrator, Operations. 

The next one is January 6, 1957, from the Deputy Administrator of 
Operations back to the Portland office. That is the last development. 

(The documents referred to follow :) 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D. C., December 2, 1957. 
To: Director, Grain Division, CSS. 
From: Deputy General Counsel. 
Subject: Survey investigation reports relating to warehousing practices at 
Pacific Northwest elevators. 


This is with reference to reports of the Compliance and Investigation Division 
which indicate that elevators in the Pacific Northwest have realized substantial 
financial gain as the result of overages arising out of the storing and handling 
of Commodity Credit Corporation-owned grain. As you know, these reports 
were made pursuant to recommendations of the Senate Committee on Agricul- 
ture and Forestry. 

We have previously submitted to the Department of Justice for its consid- 
eration the report dealing with the operations of the Archer-Daniels-Midland 
Co. at Vancouver, Wash., and that Department has since closed its file on the 
matter, not finding a sufficient basis on which to take action. We are in the 
process of submitting to the Department of Justice the report made with respect 
to the operations of the Archer-Daniels-Midland Co. at Tacoma, Wash., and 
the Quaker Oats Co. at Portland, Oreg. Since the factual situations in the latter 
two cases are very similar to that present in the Port of Vancouver case, we 
anticipate that the Department of Justice will also decline to take action with 
respect thereto. 

Under the present terms of the Uniform Grain Storage Agreement, the ware- 
houseman fulfills his obligations by loading out grain of the class, grade, quality, 
and quantity called for by the warehouse receipts and accompanying documents 
surrendered by Community Credit Corporation and required by any loading- 
order issued by Commodity Credit Corporation. Therefore, even in the absence 
of the supplemental agreements entered into by the Portland commodity office 
with warehousemen under which Commodity Credit Corporation was to receive 
a specified percentage of the gains accruing from the washing of wheat, it 
would be extremely difficult to recover from the warehouseman the value of 
overages resulting from the storing and handling of Commodity Credit Corpora- 
tion-owned grain particularly where there is no evidence of deliberate wrongful 
conduct by the warehouseman. 

Most of the gains realized in the cases above-mentioned appear to have arisen 
out of the washing of smutty wheat, a recognized and accepted practice in the 
Pacific Northwest. As indicated above, it appears that the Portland commodity 
office has entered into supplemental agreements with warehousemen under which 
Commodity Credit Corporation is to receive a specified percentage of the gains. 
In view of the substantial financial advantage which appears to have accrued 
to warehousemen under this arrangement, you may wish to review the matter 
and consider whether Commodity Credit Corporation should insist on a larger 
percentage of the gains from washing wheat and whether it should also take 
steps to preclude the warehousemen from realizing gains arising from reasons 
other than the washing of wheat. The report also indicates that gains accrued 
to the warehouseman from the storage of Commodity Credit Corporation-owned 
barley and you may also wish to consider steps to preclude such gains. 

We would be glad to aid you in developing appropriate language for use in 
supplemental agreements or in a subsequent revision of the Uniform Grain Stor- 
age Agreement. 

Epwarp M. SHULMAN. 
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DECEMBER 12, 1957. 
To: Director, Portland CSS Commodity Office, Portland, Oreg. 
From: Assistant Deputy Administrator, Operations, CSS. 
Subject : Compliance and investigation reports relating to warehousing practices 
at Pacific Northwest elevators. 

Under date of December 2, 1957, the Deputy General Counsel wrote a memoran- 
dum to the Director, Grain Division, in which he discussed certain aspects of 
the above-captioned subject. Since such memorandum contains information re- 
garding warehousemen in your area and also offers suggestions in connection with 
possible future operations and activities, a copy is attached hereto for your 
review. 

You will note the Deputy General Counsel concludes that most of the gains 
realized by the subject elevators appear to have arisen from the washing of 
smutty wheat. He also states that, in view of the substantial financial advantage 
which appears to have accrued to warehousemen under your supplement agree- 
ments, CCC may wish to consider whether it should insist on a larger percentage 
of the gains from washing wheat and also whether it should take steps to pre- 
clude warehousemen from realizing gains arising from other reasons. It would 
be appreciated if you would furnish us with your comments concerning these 
suggestions. 

We are checking further with personnel in the Office of the General Counsel 
to ascertain what their views and ideas were regarding a subsequent revision 
of the Uniform Grain Storage Agreement. It appears from what we have 
learned to date that such thinking was along the line of providing that all gains 
will accrue to CCC and all losses will be borne by warehousemen. We have 
some serious reservations as to the practicability of such an operation. Any com- 
ments or ideas you have on this point or on a revision of the UGSA to accomplish 
what the Deputy General Counsel has indicated as being worthy of consideration, 
are welcome. 

RoLanpD BALtLov. 


USDA CSS Commoptity OFFICE, 
Portland, Oreg., December 18, 1957. 
To: Frank R. McGregor, Deputy Administrator, Operations. 
From : Earl C. Corey, Director, CSS Commodity Office, Portland, Oreg. 
Subject: C. & I. reports relating to warehousing practices at Pacific Northwest 
elevators. 


This will acknowledge your memorandum of December 12 on the above subject. 

Prior to 1954 we had an agreement with export elevators whereby Commodity 
would get a 1 percent gain on wheat that was washed due to being smutty. In 
1954 a renegotiation of this agreement was held wherein we agreed to accept a 
one-half of 1 percent washer gain. As pointed out in your memorandum, the 
Uniform Grain Storage Agreement is silent on the subject. We would be very 
reluctant to open up negotiations on this subject as it would be extremely difficult 
to get the percentage raised and there would be a strong possibility that we might 
lose the one-half of 1 percent gain which we now have. 

It is our recommendation that this subject be covered in the next Uniform 
Grain Storage Agreement when it is consummated. We think that this should 
be on a national basis. 


Earzt C. Corey. 


JANUARY 6, 1958. 
To: Director, Portland CSS Commodity Office, Portland, Oreg. 
From: Assistant Deputy Administrator, Operations, CSS. 
Subject: C. & I. reports relating to warehousing practices at Pacific Northwest 
elevators. 


This acknowledges your memorandum of December 18, 1957, concerning the 
above subject matter. 

We concur with your opinion that to reopen negotiations of the agreement 
with export elevators for washing wheat, in the anticipation of obtaining any 
percentage gain on the wheat that is washed due to being smutty would, at 
this time, be most undesirable. 
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If there are any further developments in connection with the above subject 
we shall keep you informed. 


ROLAND BALLov. 
Mr. Pickarp. Mr. Corey stated: 


We would be very reluctant to open up negotiations on this subject as it would 
be extremely difficult to get the percentage raised and there would be a strong 
possibility that we might lose the one-half of 1 percent gain which we now have. 

Mr. Naueuron. You are aware, of course, that it later turned out 
that Mr. Corey made a $30,000 profit in a stock deal with the vice 
president of ADM. 

Mr. Unveruiy. We are all aware of that. 

Mr. Navenron. What action has been taken since this revelation 
to reexamine the whole situation out there ? 

Mr. Unvernitt. To my knowledge no action has been taken. I 
am sure the new Director, as soon as he gets back from Europe, will 
be asked to reexamine certain recommendations made by Mr. Corey, 
including this one, and we may have a new recommendation or we 
may have a recommendation that we continue as we have in the past. 

Mr. Naventon. And continue to allow them, as far as you are 
concerned, to go ahead and adulterate grain ? 

Mr. Unperuity. I was referring to the weight gain aspect. I do 
not believe Corey’s recommendation related to dockage, it related 
primarily to the question of whether we could get a bigger share of 
the weight gain. 

Mr. Naueuton. I think perhaps there is one thing we do not have 
clear and that is as to whether it would have been possible to achieve 
this kind of a weight gain by washing only smutty wheat. 

Mr. Unperut. I think it is obvious if we had only 7 percent going 
in the elevator graded smutty, or even if it were a higher percentage, 
as Was pr’ evalent several years ago, that weight gain could not have been 
realized by just washing the smutty w heat. They also washed other 
grain which had some smut in it, but did not grade smutty. 

Mr. Naveuton. How do you know it had smut in it? 

Mr. Unperuitu. I am not in position to testify on that. 

Mr. Naveuton. Mr. Whitlock does not know. He has not been in 
the elevator. 

Mr. Unpernitu. I have no firsthand knowledge. 

Mr. Navenron. As far as the Department of Agriculture is con- 
cerned, you have no actual knowledge of there being any smut in 
there? 

Mr. Pickarp. Not in this particular wheat. Mr. Whitlock testified 
that when you had smut in this area you also had wheat which had 
less than 14 smut balls per 250 grams and which was not graded 
smutty. 

Mr. Naventon. On the point of this report being referred to the 
House and Senate committees, I think it should be made clear that 
at the time these were given to us we were also given assurance and 
even more recently given assurance that the situation had been all 
cleaned up. I am quoting from a letter signed by Mr. Miller, the 
Assistant Secretary for Foreign Agriculture, dated June 17, 1957, 
in regard to an inquiry that we made concerning the possibility of 
poor quality export shipments being made. 
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I quote this paragraph: 

We assume you are familiar with the results of the investigation by the 
Senate Agriculture Committee into questionable practices of certain grain 
export elevators. This investigation, which took place about 4 years ago, 
disclosed some improper blending procedures which might result in foreign 
purehasers receiving a lower grade of grain than that called for in their 
contracts. 

Follow-up investigations conducted by this Department indicated that these 
improper practices are no longer followed by the export elevators, 

Does that mean that. 

Mr. Unveruiiu. That referred to the slugging of wheat. Certainly 
the washing of smutty wheat is an improvement. We would be in 
trouble if we did not wash it. 

Mr. Naveuton. What about the addition of dockage which is 
clearly set out in this report ? 

Mr. Unveruitt. You mean the restoration of the dockage which 
was originally in the wheat? 

Mr. Picxarp. The witness this morning said that Food and Drug 
also was not doing anything about it. 

Mr. Naveuton. It is still an abuse and 31 grain trade associations 
have agreed to that. 

Mr. Pickarp. Why don’t you address those questions to the Food 
and Drug Administration which has the responsibility ? 

Mr. Naveuton. You fellows got taken for the million dollars. 

Mr. Unveruit. Mr. Naughton, let’s add one thing to the record. 
We do not agree with the expression we were “taken” for a million 
dollars. Maybe there was an unjust enrichment for someone else, 
but if the wheat had come in and never been smutty in the first place, 
we wouldn’t have made out as well as we did. On the other hand, I 
am not going to say that we should not participate in any gains that 
someone makes out of Government property. 

Mr. Naveurton. Mr. Underhill, you and I both know that a large 
majority of shipments out of the elevator were being financed by the 
U.S. Government as well as subsidized by the U.S. Government: On 
these shipments you were paying for, you were getting about 98 per- 
cent wheat and 2 percent extra water. If that is not a loss, I need new 
arithmetic books. 

Mr. Batiov. What was the moisture content of the wheat shipped 
out? 

Mr. Naveuton. It was 11 percent. 

Mr. Batxov. Considerably below the moisture content of wheat 
that is normally exported from the United States. 

Mr. Naveuton. We had a good deal of testimony this morning 
about the average moisture content of wheat exported from the Pacific 
coast. Mr. Whitlock indicated it was between 8 and 9 percent. 

Along that line, didn’t ADM have a contract for loading wheat into 
ships for CCC? 

Mr. Batuov. I think we have had ADM load some ships; yes, sir. 

Mr. Picxarp. Mr. Whitlock would like to correct something in the 
record about this agreement that you mentioned covering the addi- 
tion of dockage. He would like to clear that up, if he could. 

Mr. Wurttock. You mentioned the agreement with these 30 trade 
associations. 

Mr. Naveuton. Yes. 
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Mr. Wurrtock. And indicated that covered the addition or putting 
the dockage back into the grain. It had nothing to do with that. The 
agreement between Food and Drug and the Department of Agricul- 
ture and the association covered one thing. The wheat must be musty 
or sour and it had to contain about 20 percent damage. It was then 
declared unfit for mixing by us. It had nothing to do with the addi- 
tion of screenings or dockage back into the grain. 

Mr. Naveuton. I am talking about the 1925 memorandum. 

Mr. Wurrtock. That is what I am talking about. 

Mr. NaveurTon (reading) : 

It is their purpose reciprocally to approve and suport a cooperative arrange- 
ment with the U.S. Department of Agriculture to the end that as a general 
proposition all requirements of the Grain Standards and Food and Drug Acts be 
met and that as a specific proposal the following practices recognized as abuses 
be stopped. (a) Addition of water for the purpose of gaining weight; (0b) addi- 
tion of trash or distinctly inferior substances. 

Mr. Wuirtock. You are not reading the copy of the instructions 
that went out to the offices in connection with the notices that we is- 
sued to an owner of a car. Those only referred to cars which are 
musty and soft and contained a high percentage of damage. We have 
never sent out notices under any agreement on a matter of dockage 
and moisture. 

Mr. Naveuton. I do not know what you have done under the agree- 
ment. I know what the agreement says. We have just read it. 

Mr. Wurrtock. Part of that agreement covers policies of the Food 
and Drug and did not cover what we would do under this agreement. 

Mr. Pickarp. Addition of trash, and what was the other termi- 
nology ¢ 

Mr. Naveuton. Distinctly inferior substance. 

Mr. Picxarp. That could be things other than dockage. 

Mr. Wurttock. It only covered decomposed grain. That was the 
agreement we had with Food and Drug. 

Mr. Naveuton. I think the record is clear as to what Food and 
Drug’s impression of it was. 

Mr. Wuittock. We would be glad to give you copies of the agree- 
ment that went out — to that which they have understood all 
of these years as to what we would do. 

Mr. Picxarp. I think Mr. Whitlock will bear me out on this. The 
Department has consistently called to the attention of Food and Drug 
whenever it discovered any instances of grain that might be unfit for 
human consumption or might be adulterated by the addition of de- 
composed grain, for them to look into it. I believe that Food and 
Drug has not always taken action on it for the reason, as I under- 
stood ba Rankin, that they did not have a big enough staff to take 
care of it. 

Mr. Lancen. If I may inquire for just a moment, and I do so that 
I may understand this whole situation a little better because it seems 
somewhere along here you lost me in this transaction. I am wonder- 
ing just what part the Commodity Credit plays in this entire opera- 
tion. I believe Mr. Ballou was testifying a moment ago that what 
happens under these transactions is, suppose we have a carload of 
grain, 2,000 bushels, we will say 

Mr. Battov. I will say 100,000 pounds. 
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Mr. Lancen. In which you have a certificate for that amount of 
grain. That certificate also shows that there is 1 percent dockage 
and there is one-half of 1 percent smut. If that is the case and my 
figures are right, you would have 1,970 bushels net grain in that. 

Mr. Batxovu. That is right. 

Mr. Lancen. Now, let’s say this is smutty. If this goes through this 
operation of washing and it gains 2 percent of weight in the - wash- 
ing—I do not know whether that is right, but let’s suppose it gains 
2 percent in weight. If it does, in that instance you would wind up 
with 210 bushels. 

Mr. Batxov. If you applied the 2 percent. 

Mr. Lancen. Out of that you then get one-half of 1 percent that 
you would get back again. 

Mr. Batiov. That is right. 

Mr. Lancen. What is the cost of this whole operation ? 

Mr. Batxov. I will tell you exactly what the cost is. On smut, of 
one-half of 1 percent, the washing operation costs 50 cents a ton. 
Where you have smut of 1 percent or more, it costs $1 per ton to get 
it washed. That is in accordance with the published tariffs of the 
elevators in question. 

Mr. Lancen. That is interpreted in terms of bushels. What would 
that cost? 

Mr. Batxov. I do not know. On the west coast it is primarily in 
tons and hundredweights. 

Mr. Lancen. There must be a cost figure involved in here some- 
where. I am curious to know what it is. 

Mr. Batuov. Take the ordinary carload you would receive. You 
would have 100,000 pounds, approximately 50 tons. In other words, 
at 50 cents a ton, 50 tons would cost you $25. One percent or more 
smut would cost you $50 for that carload, to get it washed. 

Mr. Lancen. What happened to the value of this grain that came 
in with smut in it ? 

Mr. Batxov. It was improved. 

Mr. Lancen. The value of it when it came in was not so good; 
was it? 

Mr. Batxov. That is right. I think Mr. Whitlock would confirm 
this. There is no market for smutty wheat. 

Mr. Lancen. What I am trying to get at is that one of the purposes 
for this agreement, that you are going to have a provision whereby it 
can be washed to improve it to the manner where it is salable? Is 
that one of the objectives? 

Mr. Batiov. That is right. We cannot move a bushed of smutty 
wheat on an export movement. You would get the entire cargo 
knocked over. 

Mr. Unpveruity. There is no question but what the wheat has to 
be washed. 

Mr. Lancen. Then the further question remains with regard to 
whether or not there is an improper practice here, whether or not 
there is washing done to the wheat that would not have to be washed 
though it is unsalable because of smut. Is there any evidence of the 
degree to which there might be wheat washed that is not necessary ? 

Mr. Batxov. I have no ‘knowledge of that. 
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Mr. Lancen. Is there any evidence that this percentage of wheat 
that supposedly is smutty is kept separately and handled separately or 
whether the stuff is all mixed together and as I think Mr. Whitlock 
mentioned this morning, because of the fact it gets mixed it may 
require the washing of wheat. 

Mr. Batxov. In other words, unless you could specially bin smutty 
wheat, there would be a further contamination of clean wheat, 
certainly. 

Mr. Lanaen. Do we have any evidence of what may or may not be 
the practice now, how much wheat is being washed now? 

Mr. Batiov. We continue to wash all wheat, CCC wheat, that goes 
into a terminal elevator that grades smutty. We have to do it. 

Mr. Lancen. I understand that. That is self-evident. 

Is there any knowledge then as to whether there might be wheat 
being washed that is not smutty ? 

Mr. Batiovu. We have no knowledge. 

Mr. Lancren. May I inquire further along this moisture thing? I 
noticed you referred to it a while ago. After this whole operation is 
completed you still come out with a sample of wheat that probably 
has 10 or 11 percent moisture. 

Mr. Batxiovu. That is right. 

Mr. Lancen. That is still good dry wheat in our country. 

Mr. Batiov. Very, very dry in comparison with the general grain 
area of the country, yes. 

Mr. Lancen. Do we ship out wheat that has 1314, 14 percent mois- 
ture in it ? 

Mr. Batxov. I think Mr. Whitlock could answer that part. 

Mr. Lancen. Spring wheat is an example. 

Mr. Wuittock. Your spring wheat and off the east cost there will 
be some wheat. 

Mr. Lancen. Are there people who buy that wheat with 14 percent 
moisture? Are they getting gypped? 

Mr. Wuittock. No, the grades permit 14 percent, 14 or 141% per- 
cent. 

Mr. Lancen. Are they getting a poorer deal than these people who 
buy this wheat at 11 percent ? 

Mr. Wurrtocxk. It does not have the value that dry wheat has. 
There is a distinct value in dry wheat. You temper all wheat around 
14 or 15 percent before you mill it. If you get a carload of 10 percent 
you can add 4 percent moisture to get it in proper condition. It stays 
in the flour. You gain just as much as if you had that additional 
wheat. 

Mr. Lancen. This interests me. You mean the millers do at times 
add moisture to bring it up when they mill it? 

Mr. Wurrtock. I think a very fine letter written to South Africa 
by the Foreign Agriculture Service comparing our wheat with Cana- 
dian wheat, that the delivery of our wheat had 2 or 3 percent less 
moisture than Canadian wheat, both lots were tempered and milled, 
and the tempering of our wheat would amount to a gain of $14,000 in 
that cargo because of the additional amount of tempering they could 
put in it. It was a very excellent sales letter to point out the value of 
our dry wheat. 
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Mr. Batxov. I think another comment we might want to make for 
the record, insofar as the complaints and the general qualities of wheat 
exported from the west coast—I think Mr. Vickery will bear us out 
in this—very few if any complaints have been received with regard 
to the qualities of our west coast exports on wheat. 

Mr. Langen. One other area that I seem to fail to understand: 
This is with reference to dockage and the dockage that = put back 
in. Somewhere or another I fail to see what they gain by putting it 
back in. 

Mr. Batxov. I do not, either. To the extent, as Mr. Naughton 
pointed out, to the extent that you have the breakage, in other words, 
if you had absolutely pure, clean wheat, with no trace of dockage, to 
the extent that you put in up to nine-tenths, I can see where there 
would be a gain to that extent, but that is the only gain that you can 
accomplish because if you go over nine-tenths, then it is 1 percent 
dockage. You always deduct the dockage in arriving at the net quan- 
tity which the foreign customer is buying. 

Mr. Lancen. Maybe I am getting too technical here. Let’s sup- 
pose that this wheat came out of this washing process and had ab- 
solutely no dockage in it at all. Would that company still take 1 
percent ? 

Mr. Batiov. One percent of what, now? 

Mr. Lancen. Would there be a 1-percent tolerance or deduction 
that would be automatic? 

Mr. Batxiov. No. So far as the grading of grain is concerned, if 
it had no dockage in it, there would be no dockage. You could go up 
to nine-tenths and there would be no dockage shown on the certificate. 

Mr. Lancen. They have that to gain. 

Mr. ne From zero to nine-tenths they can gain. I hope I 
am right. 

Mr. Wuirtock. Yes. In other words, up to nine-tenths of dock- 
age is wheat. 

Mr. Lancen. It is just not recognized. 

Mr. Bayou. That is right. 

Mr. Lancen. Supposing it were 1.1 percent? 

Mr. Batiov. One percent dockage. 

Mr. Lancen. Then they take 1-percent dockage. 

Mr. Batxov. Or you can go up to 1.9. 

Mr. Lancen. Actually, if they had in that wheat 1.1 percent of 
dockage they would stand to lose as compared to nine-tenths of 
dockage? 

Mr. Bauiov. Yes. 

Mr. Laneen. The minute they got over the 1 percent dockage, then 
they would substract that much, but as long as it is nine-tenths they 
substract nothing. 

Mr. Batxov. That is right. 

Mr. Lanecen. If they added a trifle too much, they could stand to 
lose ? 

Mr. Batxov. Yes. 

Mr. Founratn. They can check it and find out what they have 
added, can’t they ? 

Mr. Batxov. I think they know pretty much what they are doing. 

Mr. Navueuton. They are pretty good at it. 
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Mr. Picxarp. Mr. Chairman, to illustrate, the danger of picking 
some figures out of this report and saying this company made a mil- 
lion dollars in profit and CCC got $8,000 out of it, we mentioned 
earlier that there are other factors besides the weight increase. The 
investigator in the C. & I. report computed what would be the theo- 
retical increase in value as a result of the increase in weight due in 
part at least to the increase in moisture caused by washing. In the 
study made in 1929 by the Department of Agriculture, which was 
put in the record this morning, there is a complete study on the 
change of market value of the wheat due to the removing of smut by 
washing. It goes into all factors involved, increase in weight, versus 
reduction of test weight sometimes, and it arrives at the conclusion, 
based on the samples tested, that there was an average net profit per 
bushel on wheat that was washed, due to the improvement of the 
quality of the wheat in some respects and loss of test weight in other 
respects, of 81.8 cents per ton or about 2.5 cents per bushel. 

Mr. Naventon. Your price is a little wrong, I think. 

Mr. Pickxarp. Using these figures, and assuming the warehouseman 
washed 60 percent of the 11.8 million bushels of CCC wheat flowing 
through the elevator during the 3-year period 1951-54, we come up 
not with a million dollars, but with $177,000, or possibly a little more 
than that. It depends on how you compute it as to what final figure 
you arrive at. As we indicated, we would like the privilege of fur- 
nishing a statement for the record on that. I do not think it presents 
the whole picture, when you talk about a million dollars here and do 
not explain how it is computed. 

Mr. Lancen. What has been the final disposition of this case? 

Mr. Picxarp. The Department of Justice decided that the case 
did not warrant either criminal prosecution or civil action to recover 
on behalf of the CCC. 

Mr. Lancen. Was the amount determined? Was this $177,000 
the amount determined ? 

Mr. Fountain. That is the figure he made up a few moments ago. 

Mr. Picxarp. That is the figure I made up on the basis of this 
study, which took into consideration more factors. There was no 
final determination as to the amount of any particular claim because 
the Department of Justice concluded there was no basis to make a 
claim against ADM for any particular amount. 

Mr. Naventon. Mr. Pickard, in arriving at its interim decision on 
this matter that it did not feel that they could maintain a successful 
prosecution, was the Justice Department guided in some degree by 
the advice it received from the Department of Agriculture as to trade 
practices ? 

Mr. Picxarp. I do not believe on this Vancouver case, no. It was 
on the Port of Tacoma case, but I do not believe it had asked for 
this information that you are referring to at the time they closed 
the Vancouver case. It was in 1957 that they decided that no action 
was warranted on that case. 

Mr. Navucuton. This may be news to you, but we have been in 
contact with the Justice Department, too, and as of now this case is 
no longer closed. 

Mr. Picxarp. That is news to me. Did you write to the Depart- 
ment of Justice on it? 
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Mr. Naveuton. We did. 

Mr. Picxarp. I knew about your telephone call to the Department 
of Justice. I talked with the attorney over there that you talked with 
and I understood he advised you if you wished to recommend that 
they reopen it or submit additional information that you should make 
a request in writing. 

Mr. Naveuton. I did not recommend anything. I just submitted 
some thoughts about what was in that report. 

Mr. Pickarp. Fine. I haven’t talked with them since then. 

Mr. Naveuton. He has advised that they are taking another look 
at this matter. 

Mr. Pickarp. Thatisfine. Iam glad they are. 

Mr. Naveuron. Getting back to this matter of weights, are you 
aware ADM had a contract to load ships, mothball fleet storage for the 
CCC? Did anyone check—it is in the report—the moisture content 
of CCC wheat as it entered the elevator for transfer to the ships and 
the moisture content as it reached the ships? 

Mr. Batiov. To my knowledge no study has been made along those 
lines. It would not be too difficult to do it, Iam sure. 

Mr. Naveuron. If you will check, on page 42 of the report, you 
will find that the average moisture of grain being shipped in by CCC 
for storage on the ships was 9 percent. The average moisture of the 
grain being loaded onto the ships by ADM was between 1014 and 1114 
percent, indicating a gain of between 114 to 214 percent in moisture. 

Mr. Picxarp. This is the average moisture content of wheat coming 
into the Portland-Vancouver area from inland storage, about 9 per- 
cent. That is the country-run wheat, is it not, Mr. Naughton? Were 
you reading from page 42? 

Mr. Naveuton. Yes. 

Mr. Pickarp. I thought your question related to whether we know 
the moisture content of wheat being unloaded from the reserve fleet. 

Mr. Naveuton. Loaded into it. 

Mr. Pickxarp. Loaded intoit? It ran 1014 to1114. 

Mr. Navenron. It was 9 percent in the elevators. It passed 
through the elevators for loading on the ships and came out between 
10% and 1114. 

Mr. Picxarp. That is right. 

Mr. Naventron. Which means you had a 2 percent less valuable 
cargo after it passed through that elevator than it was when you 
loaded it in. 

Mr. Baxxov. I don’t understand that statement, Mr. Naughton. If 
the wheat was smutty when it came in, that was very much less valu- 
able than wheat which was clean when it went on the ship. 

Mr. Naveuton. Mr. Ballou, did you ever check to find out how 
much of CCC’s wheat coming in is smutty ? 

Mr. Batxov. I don’t know, but we could surely find out. 

Mr. Naveuton. Why don’t you find out before interjecting? 

Mr. Batxiov. I know we do have wheat coming in to those terminal 
elevators that does grade smutty, because we are continuously washing 
wheat. 

Mr. Prcxarp. There is an increased value to the wheat as a result 
of washing, due to the improvement in the wheat. 

Mr. Naventron. But who is getting the benefit of it? 
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Mr. Pickarp. Commodity Credit Corporation is getting part of 
the benefit through the improvement in the value of the wheat. 

Mr. Naveuton. We went into how much value they are agp 

Mr. Picxarp. You are just talking about the weight. I am talking 
about the improvement of the quality of the wheat due to the wash- 
ing. Weare getting all of that on our wheat. 

Mr. Naveuton. I take it that Mr. Corey made no attempt to re- 
negotiate this agreement with Archer Daniels Midland or the other 
elevators on the west coast. 

Mr. Unperum. I don’t think we are in a position to speak for 
him. ; 

Mr. Picxarp. From that letter which went into the record, it doesn’t 
seem SO. 

Mr. Nauveuton. In other words, he recommended against it. 

Mr. Picxarp. That is right. 

Mr. Naventon. I think he said 

Mr. Founratn. He said they were looking at it as a matter of policy 
as to whether they were going to take any further action. 

Mr. Naveuton. On December 18, 1957, there is a letter to Mr. 
McGregor saying: 

Prior to 1954 we had an agreement with export elevators whereby Com- 
modity would get a 1 percent gain on wheat that was washed due to being 
smutty. In 1954 a renegotiation of this agreement was held wherein we agreed 
to aecept a one-half of 1 percent washer gain. As pointed out in your memo- 
randum, the uniform grain storage agreement is silent on the subject. We would 
be very reluctant to open up negotiations on this subject, as it would be ex- 


tremely difficult to get the percentage raised and there would be a strong 
possibility that we might lose the one-half of 1 percent gain which we now 


have. 

Of course, at this time that Mr. Corey not only was in process of 
making $30,000 profit on a deal with ADM, but he was also in the 
elevator business himself. 

Mr. Unperniny. At that time, nobody in the Department of Agri- 
culture knew anything about that except Mr. Corey. 

Mr. Naucutron. Have you taken steps to recheck the situation in 
the light of the knowledge about Mr. Corey? 

Mr. Batiov. No. 

Mr. Unveruity. No. 

Mr. Naventon. We had some comments about the fact that part 
of your information as to whether there were complaints about the 
quality of grain overseas came from trade missions. Is it true that 
Mr. Corey participated in at least one of those trade missions in- 
vestigating the quality of wheat coming to the Pacific coast? 

Mr. Batuov. I believe he did. 

Mr. Naventon. As a matter of fact, he prepared a circular which 
was regarded as one of the standard pamphlets of the Department 
on the quality of wheat being shipped. 

Mr. Batxiov. I don’t know. 

Mr. Pickarp. It was prepared in his office? 

Mr. Naventon. I am referring to Foreign Agricultural Service 
Cireular FG12-54 titled “Price and Quality, Main Factors in Sale 
of U.S. Wheat and Flour to Europe.” This circular prepared by 
Mr. Ear] C. Corey 

Mr. Pickarp. What was the date of that? 
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Mr. Naveuron. The number is FG12-54. 

Mr. Batxov. I think that was probably prepared when Mr. Corey 
was an employee of the Foreign Agricultural Service. 

Mr. Havesrzom. Is it also true Mr. Corey participated in a mission 
in 1957 % 

Mr. Batuov. Yes, sir. 

Mr. Naueuron. In which it was his job to investigate the quality 
of these shipments? 

Mr. Batxovu. I don’t know what the general mission of the group 
was, but he did participate with a trade group in the Far East. 

Mr. Naventon. Do you feel you should take another look at any 
recommendations he may have given in that light ? 

Mr. Unveruu. I think possibly Mr. Vickery had better answer 
that question. Those recommendations were not made to any of us 
here. 

Mr. Vickery. I don’t think there is anything unusual about the 
recommendations or the fact that Mr. Corey was—— 

Mr. Navucuton. He didn’t find any evidence that ADM was doing 
anything wrong, did he? 

Mr. Picxarp. In 1954, he had not even gone out to the Portland 
commodity office. 

Mr. Navueuron. 1957. 

Mr. Picxarp. In 1957 he had. I don’t understand why these recom- 
mendations had anything to do with Archer Daniels Midland or any 
criminal act that Mr. Corey might have committed. What is the 
connection between those recommendations and the discovery at a 
later time that Mr. Corey was involved in a conflict-of-interest 
situation ? 

Mr. Naveuton. If Mr. Corey on his trip in 1957 to Asia found 
evidence that would indicate that Archer Daniels Midland or per- 
haps one of the other elevators on the west coast had been slugging 
cargoes or had been engaged in other illegal practices, do you think 
it likely that he would have come back on a crusade to clean up the 
situation ? 

Mr. Picxarp. The Department has had a lot of people go out on 
trade missions. I think if it had been something which Mr. Corey 
deliberately avoided reporting, it would have been discovered by 
somebody else. We have had a lot of people abroad on trade missions, 
during that time, before that time, and since then. Mr. Whitlock 
went to Europe just last fall and looked into the situation. 

Mr. Fountarn. Was he alone on these missions ? 

Mr. Pickarp. Mr. Corey ? 

Mr. Fountain. Yes. 


Mr. Picxarp. I assume other people were with him. 

Mr. Naveuton. He was the staff man in charge, wasn’t he? 

Mr. Vickery. It was sponsored by the Oregon Wheat League. I 
don’t recall just who was in charge, but I am sure it must have been 
the representative of the Oregon Wheat League, which is a grower 
organization certainly interested in devlivering quality products. 

Mr, Naveuton. On March 25, 1959, during some hearings which 
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dealt primarily with cotton, I asked a question of Mr. Berger, and I 
shal] read this: 

Mr. NauGutTon. Isn’t there a C. & I. report of the Commodity Credit Cor- 
poration—I think it is on one of the west coast elevators—in which C. & I. 
went into a situation where they thought it strange that the purchaser was re- 
selling at a lower price than he bought from CCC? His explanation was—and 
it is contained in the report—that he was able to make a profit by blending the 
wheat and washing and mixing. That may not be an average case but it ap- 
pears possible. 

Mr. Bercer. It isn’t possible very long if we ever catch him. In that particu- 
lar case you are talking about he actually had a hose running on the belt elevator. 
When we found that out, that was stopped in a big hurry and he paid us back 
some considerable damage, so he didn’t make as much money as he thought 
he was going to make by the time we got through with him, and I think that 
is in the record. 

Can you give some details on that? I have been trying to find out 
since 1959 just what the situation was. 

oe Bautov. I was there. I will give you the detail of how it was 
found. 

Mr. Naveuton. Go right ahead. 

Mr. Batxov. That happened—when was the date on that again ? 

Mr. Naveuton. The testimony is on March 25, 1959. 

Mr. Batxiov. I don’t remember when we discovered it, but it was 
back 3 or 4 years ago. It happened that a group of us took a tour 
through one of the better elevators, of which this happened to be one. 
In the course of the inspection and observation of the operation of 
the grain elevator, we observed that there was a half-inch pipe with a 
fairly good stream of water coming out of it, going onto the belt, 
which of course contained wheat. We raised the question with the 
elevator superintendent who was showing us through as to what the 
reason for this was. “Well,” he said, “we do that to keep the dust 
down.” So we proceeded from there to stop the practice, you can 
rest assured. 

Mr. Unperuity. That was not ADM’s elevator and while you were 
talking about the ADM report Mr. Berger was talking about a differ- 
ent elevator and a different situation. That caused the misunder- 
standing between you and Mr. Berger. 

Mr. Batuov. This elevator was operated at the time by Kerr, Gif- 
ford & Co. 

ao Naveuron. That is the firm Mr. Corey used to work for, isn’t 
it 

Mr. Batxov. Mr. Corey at one time was employed by Kerr, Gifford 
& Co., yes, sir. Kerr, Gifford & Co. since has been purchased by 
Cargill & Co. 

Mr. Naucutron. What steps can you take to cut out this practice? 
Do you have an inspection program for elevators out there to see if 
they have these half-inch pipes installed ? 

Mr. Battov. I assure you that is not common practice among the 
elevator trade. 

Mr. Navenron. If this is one of the better elevators, what goes on 
in the worst ? 

Mr. Batxov. I wouldn’t have any idea, but that is not a common 
practice, I assure you. 

Mr. Naveuton. How do you know? 
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Mr. Batiov. From the standpoint that our inspection program is 
effective enough to preclude that sort of operation. 

Mr. Naueuton. They don’t go inside the elevators. 

Mr. Batxov. Who doesn’t go inside the elevators ? 

Mr. Naveuton. The inspectors. 

Mr. Batxov. I am talking about our inspectors. 

Mr. Picxarpv. The Commodity Credit Corporation warehouse in- 
spectors. 

Mr. Barron. We inspect elevators twice a year. 

Mr. Fountarn. Of course, if they were going to put water on it, they 
would do it when you were not there. 

Mr. Naveuron. Of course, the inspections are scheduled so people 
know when you are coming. 

Mr. Barron. Not always. 

Mr. Batxiov. I would not say that was the usual case. 

Mr. Pricxarp. In order to be assured this thing would never happen. 
you would have to have a man stationed at each elevator all the time. 
24 hours a day, which means three men each on an 8-hour shift. 

Mr. Naucuton. They don’t load grain 24 hours a day, do they? 

Mr. Batuov. Yes, sir. 

Mr. Naveutron. Not in Portland. 

Mr. Batuov. Yes, sir. 

Mr. Naveuton. Don’t you have a man there 24 hours a day from 
some branch of the Department of Agriculture or from the State 
watching those shipments? 

Mr. Batiov. On inspection work they do, taking grades. 

Mr. Navcuron. You say you stopped this in a big hurry. Did 
you alert your warehouse examiners? Have they instructions to re- 
port. any evidence of possible watering of grain ? 

Mr. Batiov. I don’t know whether it covers watering specifically. 
but they do have instructions to closely observe the practices that. are 
being followed, the housekeeping practices and everything else the 
warehouseman does. If that was found, I am certain it would be 
reported. 

Mr. Navucuron. Did you tell them also to watch for throwing of 
dockage back into the wheat? 

Mr. Batxov. No. 

Mr. Naucuton. Could you give us copies of any instructions that 
you gave as a result of 

Mr. Batxov. I don’t think we gave any particular instructions as 
a result of this specific instance. T can certainly furnish you instruc- 
tions that we do furnish our warehouse examiners. 

Mr. Navcuton. We would certainly like to have that, with particu- 
lar emphasis on anything that tells ‘them to watch for throwi ing of 
dockage into the grain or ‘putting water on the grain. 

Mr. “Berger mentioned that you got back some considerable damage. 
Could you tell me what that considerable damage figure was? 

Mr. Battov. No. We do not have that report. “The report is in 
the archives in ‘Sada. Mr. Duggan has sent for that and we 
will have it here shortly. As of now, we don’t have it. 

Mr. Naventon. You couldn't contradict me if I indicated it might 
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Mr. Batiovu. No, I couldn’t contradict you because I just don’t 
know. 

Mr. Naveuron. I have heard that report. 

Mr. Batiov. I don’t know. 

Mr. Founratn. You say you have heard the report. Where did 
you hear the report? 

Mr. Navenron. I have forgotten now exactly where I did. 

Mr. Batiov. You should be more specific. 

Mr. Naveuton. I think it was in Portland. Someone told me he 
thought they got back about $400, and that was the most concrete 
information I had been able to get on it since 1959, so I was very 
happy. 

Mr. Fountarn. Was that somebody out at Portland? 

Mr. Naveuron. Yes. 

Mr. Founrarn. Some official out there? 

Mr. Naveuron. Yes. I talked to quite a number of them, so I 
don’t recall just which one told me that. 

Mr. Fountatn. Any other questions? 

That is all for you gentlemen, unless you are needed to supplement 
what the next witness may have to say. 

Mr. Batxov. It depends on who he is. 

Mr. Fountarn. Mr. Horst. 

Mr. Batiov. He can take care of himself. 

Mr. Fountain. That prompts me to ask you, Mr. Pickard, on the 
basis of your objecting to Mr. Vickery’s expressing an opinion a few 
moments ago—and we are very happy to have you here—do I take 
it that one of the reasons for your presence here is to advise him and 
to counsel him when you think he should not answer questions by 
members of the committee ? 

Mr. Picxarp. To advise him when I feel that he is not competent 
to answer a question that should be answered by someone else. 

Mr. Fountrarn. Notwithstanding any opinion he may have as to 
his own competency. He did not | get a chance a while ago to state 
whether he thought he was competent or not. 

Mr. Picxarp. That is correct, sir. I advised him as his attorney. 
Of course, he is perfectly free to answer the question if he wishes to, 
Mr. Fountain. 

Mr. Fountarn. I assume he did not want to express an opinion over 
your objection inasmuch as he did not do so. I did not insist that 
he do so, but I think it is a question he was perfectly competent to 
answer. I just cannot conceive of anyone having any such policy as 
that. Ido not believe there would be sucha policy as that. 

Mr. Pickarp. As I understood the question, it related to a policy 
matter which is not an FAS policy but, rather, a CSS policy, in con- 
nection with carrying out the Injernational Wheat Agreement pro- 
gram; or in other words, a Commodity Credit Corporation matter, 

Mr. Founrat. He is not in that / 

Mr. Pickarp. He is not in that. The question was directed to an 
FAS man asking, in effect, did he-agree with the Commodity Credit 
Corporation and the Commodity Stabilization Service Ae a policy 
matter relating to the wheat export subsidy program. I didn’t feel 
that he had any competency to express an opinion one way or another 
on that. 
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Mr. Naveuton. Of course, you are lawyer for the Commodity 
Stabilization Service rather than the FAS, are you not? 

Mr. Picxarp. I am an assistant to the Deputy General Counsel, 
The Deputy General Counsel is full alternate to the General Counsel 
of the Department, and both the CSS and the FAS legal work is under 
the direction of the Deputy General Counsel. 

Mr. Fountain. Thank you very much. 

Mr. Horst, we are glad to have you with us. AsI understand it, 
you are the assistant to the Secretary, formerly staff assistant for 
program appraisal. 

Mr. Horst. That is correct. 

Mr. Founrarn. Will you raise your right hand and be sworn, 
please, sir. 

Do you solemnly swear the testimony you are about to give to this 
subcommittee shall be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Horst. I do. 


TESTIMONY OF MILES HORST, ASSISTANT TO THE SECRETARY, 
U.S. DEPARTMENT OF AGRICULTURE (FORMERLY STAFF ASSIST- 
ANT FOR PROGRAM APPRAISAL) 


Mr. Fountarn. I yield to Mr. Naughton. 

Mr. Naveuton. Mr. Horst, when the subcommittee opened its hear- 
ings on the Commodity Credit Corporation in June of 1958, we in- 
quired of the Department as to what procedures they had with respect 
to following up and insuring that irregularities were corrected and 
to try to prevent their recurrence. The Department told us at that 
time, and I quote: 

Departmental staff responsibility for coordination of all audit and investiga- 
tion activities is in the immediate Office of the Secretary. The staff assistant 
to the Secretary for Program Appraisal, in addition to other responsibilities, 
provides (a) overall leadership and general review of audit and investigation 
activities, and (6) the review and followup of significant information developed 
by audit and investigation activities. 

I understand that you are the most recent occupant of this particular 
oe We have had considerable testimony about the overlapping 

ines of responsibility of the Foreign Agricultural Service, the In- 
spection Service, and the Commodity Stabilization Service. Ob- 
viously some of these matters could not be cleared up at lower level. 

I wonder if you would first tell us how long you were in the position 
of staff assistant for program appraisal, and then outline what was 
done with respect to these particular C. & I. reports from your 
standpoint. 

Mr. Horst. I came to the Department on June 15, 1956. The Sec- 
retary, among other things as you stated, asked me to work with the 
Internal Audit and Compliance and Investigation Divisions of CSS. 
In addition, there were certain areas in the Department that did not 
have internal audit—I worked to see what we could do to cover with 
adequate controls this portion of the work of the Department. 

I started to work, as I said, in June 1956. As varied in its programs 
as is the Department of Agriculture, with so many activities, it took 
a while for a person in my situation to learn and comprehend these 
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programs and activities. My approach was to follow through on 
summaries of audit and investigation activities as they came in from 
the Audit and Investigation Tivisions, When irregularities were 
noted, first I got myself acquainted with what was involved. I would 
go to the Division and discuss the case, so I would understand what 
was involved. If the irregularities were of more than ordinary impor- 
tance, or had broad program or administrative impact, I would go 
to the Administrator of the agency. If they were particularly im- 
portant or significant, in my view, I would take them to the Secretary. 
That was the way I proceeded. 

Of course, there were hundreds of audit and investigation reports 
that would come in in the course of a year. Some of them would 
pertain to a matter of small irregularities as far as carrying out pro- 
grams was concerned. Others would get into personnel situations. 
Others would involve large irregularities. Of course, I could not 
personally review and analyze each report, so summaries showing 
the scope and significance of the audit and investigation activities 
were prepared for my review and for review by the Secretary and 
the Assistant Secretary concerned. 

For example, when we got into the matter of emergency feed 
assistance during the drought, it was a new program and it moved 
very fast. There were a lot of problems connected with this program. 
I tried to ascertain if there were any patterns of violations to see 
whether we could approach the program administration differently 
than we had been doing. 

I worked closely with the people in the agency, with the Adminis- 
trator, and with the Assistant Secretary, and in a great many cases 
we were able to work out some of the difficulties. In many cases 
corrective action was asked for, and we followed through to see that 
it was accomplished. 

Of course, I had a number of other assignments in the general 
field in which I was working. I am speaking particularly of the 
internal audit and investigative areas. 

Mr. Navueuton. Did you do anything with respect to these par- 
ticular situations involving the port elevator investigations? 

Mr. Horst. As was indicated, they occurred before 1956. I be- 
lieve most of the reports were made in 1956 or — 1957, just as 
I was coming in. Shortly after I learned of this hearing it was 
necessary for me to leave Washington because of a previous com- 
mitment. 

I left Williamsport, Pa., at 5 o’clock this morning to get back here. 
I had no time to review files or refresh my recollection before coming 
to the hearing this afternoon. 

I do recall that, when a situation like this would come up in a 
C. & I. report, I would follow through with the people who were 
responsible and, when it was disposed of as indicated here, by ref- 
erence to the Attorney General’s Office, I considered that proper 
remedial action was underway. 

Mr. Navenron. In this particular case, I have a memorandum 
on December 2, 1957, from Mr. Shulman, who is the Deputy Gen- 
eral Counsel, to the Director of the Grain Division, relating to these 
warehousing practices of Pacific Northwest elevators. Let me quote 
a paragraph from that. 
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Most of the gains realized in the cases above mentioned appear to have arisen 
out of the washing of smutty wheat, a recognized and accepted practice in the 
Pacific Northwest. As indicated above, it appears that the Portland commodity 
office has entered into supplemental agreements with warehousemen under which 
Commodity Credit Corporation is to receive a specified percentage of the gains. 
In view of the substantial financial advantage which appears to accrue to ware- 
housemen under this arrangement, you may wish to review the matter and 
consider whether Commodity Credit Corporation should insist on a larger 
percentage of the gains from washing wheat and whether it should also take 
steps to preclude the warehousemen from realizing gains arising from reasons 
other than the warehouse washing of wheat. The report also indicates that 
gains accrued to the warehousemen from the storage 6f Commodity Credit 
Corporation-owned barley, and you may also wish to consider the steps to 
preclude such gains. 

Was this ever called to your attention or did it ever get any attention 
at top level ? 

Mr. Horsr. That I don’t recall. I know about the case and I re- 
member that the matter was discussed. Whether I saw this par- 
ticular memorandum, I just don’t recall. 

Mr. Navewron. These cases originated back in 1952 

Mr. Fouyrarn. So the record will be clear, this was directed to the 
Director of the Grain Division of CSS from the Deputy General 
Counsel. 

Mr. Horst. I don’t recall whethter I saw it or not. 

Mr. Naveuron. These cases originally arose back in 1950, 1951, 
1952, or 1953, and entailed quite a large amount of investigation by 
various Government agencies. The Senate committee had “hearings 
on it and wrote a report on it. The C&I Division went out and made 
an exhaustive series of reports. All of this was going on right 
through up until 1957 or 1958. During all of this ‘period, did the 
Secret: wy or anyone in his office give any consideration to becoming 
acquainted with the situation and deciding what action should be 
taken ? 

Mr. Horst. When you ask me—— 

Mr. Fountarn. You do not know of your own knowledge? 

Mr. Horst. That is right. I can’t answer that. 

Mr. Naveurton. Certainly if you didn’t know during the period 
when you were staff assistant, then we could not expect anyone else to 
know, could we? 

Mr. Horst. You are going back to several years before I came into 
the Department and also the first few months that I was in that De- 
partment in an area that covered many, many cases. I just am not in 
a position, under the circumstances, to say what happened in a par- 
ticular case, particularly in a period before I came into the 
Department. 

Mr. Naveuton. As I understand it, you have not been the staff 
assistant for program appraisal for some period of time. When did 
you leave that job? 

Mr. Horst. The Secretary asked me to assume some other respon- 
sibilities. However, I was intensely interested in this area of activ- 
ity in the Department. I have not divorced myself entirely from it. 
Whenever I run into situations, I follow right through as I did before. 

Mr. Navcuron. Are you the one in the Secretary’s Office, then, 
who has the responsibility for this? 


Mr. 
thing 
of the 
than t 
have ; 
Now, 
audito 
others 

Mr. 
comin, 
time V 
not ? 

Mr. 

Mr. 
eumsté 

Mr. 
indica 

Mr. 
Corey 
at a ti 
variou 
Audit 
cess CO 
a mon 

Mr. 
ina pe 

Mr. 
on on 

Mr. 

Mr. 
one of 

Mr. 

Mr. 

Mr. 
that I 
earlier 

Mr. 
ities t 
report 

Mr. 
ested 1 

Mr. 
Mr. 
taking 
Mr. 
they h 
loadin 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1441 


Mr. Horst. I would not say that at the present time. Of course, the 
thing that has happened is that people in the Investigations Division 
of the Personnel Office have been asked to assume more responsibility 
than they had before, and people in the Office of Budget and Finance 
have assumed more responsibility in matters of program appraisal. 
Now, exceptions that are brought out in reports from our internal 
auditors and investigations are followed through by these people and 
others in the Department to see that corrective action is taken. 

Mr. Navewntron. Then you would be familiar with these reports 
coming in from the Portland office about the unloading of ships at a 
time when the nonconventional facilities were being used, would you 
not ? 

Mr. Horst. Going back to when? 

Mr. Naveuton. 1956 and 1957, late 1956. Do you recall the cir- 
cumstances of that? 

Mr. Horst. I cannot give you details, but I do know the reports 
indicated 

Mr. Naveuton. Do you recall that the Audit Division said Mr. 
Corey was unloading some 25 million bushels of wheat from the ships 
at a time when you had about 25 million bushels of wheat stored in 
various substandard, nonconventional facilities on the coast. The 
Audit Division called attention to the fact this would result in an ex- 
cess cost to the Commodity Credit Corporation of more than $100,000 
amonth? Does that strike your attention? 

Mr. Horsr. You are getting into a specific item here that I am not 
in a position to— 

Mr. Naueuton. What specific items do you recall that you worked 
on on this job? 

Mr. Horst. There were many of them. 

Mr. Naucutron. What do you regard as the most significant one or 
one of the most signficant ones you checked on ? 

Mr. Horsr. You mean in this field and in this area? 

Mr. Navueuton. Storage. 

Mr. Horsr. I am not now in a position to list them for the reason 
that I have had no opportunity to refresh my recollection as indicated 
earlier. 

Mr. Navcuon. Can you give us one substantial item in CCC activ- 
ities that you followed up on and saw was corrected because of 
reports coming in? 

Mr. Horst. The one relating to port elevator surveys I was inter- 
ested in. 

Mr. Navenron. Did you do anything about it? 

Mr. Horsr. As I say, it seemed that the port elevator situation was 
taking a course which would lead to corrective action. 

Mr. Naveuton. They started out unloading the ships in 1956, and 
they had them all unloaded by 1957. The report said they were un- 
loading the ships at that time. 

Mr. Batuov. Let us get the record straight on that. 

Mr. Naveuron. I refer to 25 million bushels. 

Mr. Horst. I am not prepared on that. 

Mr. Fountarn. When did you come into the office ? 

Mr. Horst. June of 1956. 
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Mr. Naveuton. The first report came in in September of 1956. 
Later reports came in in January of 1957. There were several re- 
ports. They pointed out Mr. Corey was having these ships unloaded 
and it would cost the taxpayers $100,000 a month additional at least. 
The Department’s own internal auditors pointed this out. 

You had the responsibility in the Secretary’s Office, if anyone had, 
for checking on this. 

I am asking you what you did. Did you read those reports? 

Mr. Horst. I did read summaries of audit and investigation activi- 
ties but not necessarily the original reports. 

Mr. Naveuton. When you saw it was costing $100,000 a month did 
you not make some inquiry to see if we could not save that? 

Mr. Horst. I certainly did. 

Mr. Naveuton. What happened ? 

Mr. Horst. I went tothe Administrator. As I indicated, it seemed 
to me that when they referred this over to the Attorney General’s 
Office that the proper step was being taken. 

Mr. Naueuton. This never was referred to the Attorney General's 
Office. I refer to the unloading of the ships while you were keeping 
grain in the nonconventional storage facilities. 

Mr. Horst. You are getting down to specific items back there, the 
second or third month I was in the Department. I do not have those 
things at hand or in mind. ' 

Mr. Picxarp. Mr. Horst explained when he took the stand, that 
since he first learned he would be a witness he has not had an oppor- 
tunity to examine his files. 

Mr. Horst. That is right. I got into a car this morning and drove 
200 miles to get here. I have not talked to anybody, checked any- 
thing, and came in cold. I didn’t know what questions you would 
ask me. 

When you ask me about things that happened 4 years ago, within 
a month or two after I was in the office, I am not in a position to 
give you all the details from memory. 

Mr. Naveuton. You have no recollection of ary followup or what 
happened ? 

Mr. Horst. I would assume that I would have done just what I 
tried to explain; that is, when I saw situations like this I told you the 
course I followed. I went to the Administrator and referred par- 
ticularly serious situations to the Secretary. 

ome Fountain. When did you become staff assistant to the Secre- 
tary ? 

Mr. Horst. June 15, 1956. 

Mr. Fountatn. Are you still staff assistant to the Secretary for 
program appraisal ? 

Mr. Horst. No, most of my work is liaison work. 

Mr. Fountarn. Who is the staff assistant to the Secretary for pro- 
gram appraisal at the present time? 

Mr. Horst. The position is not filled at the present time. 

Mr. Fountatn. How long has it been vacant ? 

Mr. Horst. As such, since March of 1959. 

Mr. Founrtarn. So since March of 1959 you have had no one to 
assume the responsibility which the Department here says is that 
of the staff assistant to the Secretary of program appraisal, (a) over- 
all leadership and general review of audit and investigation activ- 
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ities, and (6) the review and followup of significant information de- 
veloped by audit and investigation activities. 

Mr. Horst. I would say that is not quite the fact. As far asa 
man being in the position is concerned, that position is vacant. How- 
ever, Mr. John Cooper, Deputy Director of the Office of Budget and 
Finance, is the man heading up the program end of internal audit. 
The personnel work is headed up by the Assistant Director of Per- 
sonnel for Security and Investigations. They have stepped up their 
work and are coming through to the level I operated. 

Mr. Fountarn. I would construe that to mean that in effect the 
position of staff assistant to the Secretary for program appraisal 
has been eliminated, or it will be? 

Mr. Horst. I don’t know. I am not in a position to give you an 
answer on that. 

Mr. Naucuton. Was the Secretary aware of the situation involv- 
ing the unloading of ships? 

Mr. Horst. I would assume he was. Again I say—— 

Mr. Fountarn. You do not know to your knowledge? 

Mr. Horst. You are raising a specific question as to 4 years ago. 

Mr. NavueutTon. You do not recall discussing it with him ? 

Mr. Horst. I presume I may have. 

Mr. Navenrow. Do you know how often the Secretary talks to Mr. 
Cooper ? 

Mr. Fountain. I don’t think he can answer that. 

Mr. Horst. I am not in a position to say that. The Secretary calls 
on these people frequently. 

Mr. Naveuton. I am trying to establish how information gets up 
to the Secretary. 

Mr. Fountain. If he knows, all right. I assume he does not know. 

Mr. Horst. The Secretary calls people in frequently. I would 
assume he sees him frequently. 

Mr. Fountain. Are there further comments or observations you 
would care to make? 

Mr. Picxarpv. Would it further clarify the record if Mr. Horst 
prepared a written statement on some of these details and questions 
which obviously he was unprepared to answer today ? 

Mr. Fountain. I see no objection to his preparing a statement for 
the record. 

Is there any objection? 

Mr. Lancen. I have none. 

(The statement is as follows:) 


SraTEMENT OF MiILes Horst, ASSISTANT TO THE SECRETARY, U.S. DEPARTMENT OF 
AGRICULTURE 


As mentioned in oral testimony, I was appointed to the position of staff 
assistant, program appraisal, in the Office of the Secretary, effective June 15, 
1956. This was a position newly established for the purpose of strengthening 
the internal audit and investigation activities within the Department and to 
assure proper implementation of sound policy and effective management 
operations. 

The duties of that position included, among other things, (a) general review 
of compliance of Department operations with program and policy directives, 
(b) overall coordination of inspection, investigation, internal audit, and pro- 
gram appraisal activities, (c) recommendations for action to the Secretary and 
his immediate staff on situations which developed under these activities requir- 
ing top-level atention, and (d@) providing staff guidance to the agencies of the 
Department in developing adequate programs for the foregoing functions. 
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In carrying out these duties, I acted upon information regularly furnished by 
the Office of Budget and Finance, the Office of Personnel, agency heads and 
others relating to significant findings developed by the internal audit and in- 
vestigation staffs within the Department. In many instances I was advised of 
the corrective action being initiated by the responsible agency at the same time 
that I was informed of the audit or investigation findings. In addition I also 
received directly from Members of Congress and other sources outside the De- 
partment complaints and other information concerning program activities of 
the Department. 

Appropriate action was taken with respect to all information received which 
indicated the need for administrative action to correct deficiencies in connection 
with operations under agricultural programs. In the case of deficiencies re- 
vealed by internal audits or investigations, corrective action usually involved 
a review of the audit or investigation findings, a discussion of the matter with 
the head of the internal audit or investigation staff and a review of the pro- 
posed administrative action with the responsible agency head. The responsible 
Assistant Secretary and the Secretary or Under Secretary were informed of the 
findings and corrective actions which were of unusual importance, and auy 
further suggestions received from these officials were relayed to the agency 
head. I was particularly interested in spotting as early as possible any trends 
or patterns of program or operational weaknesses and assuring that corrective 
action was taken. 

In the case of Commodity Credit Corporation activities, regular reports, bot) 
written and oral, were made by the Directors of the Fiscal, Internal Audit. 
and Compliance and Investigation Divisions of the Commodity Stabilization 
Service to the Administrator of that agency and to the Board of Directors of the 
Commodity Credit Corporation. The Board of Directors is composed of the 
Secretary, the Under Secretary, the Assistant Secretaries, the General Counsel, 
and the Administrator of the Agricultural Marketing Service. These reports 
were the subject of careful attention and discussion by the Board members and 
often resulted in policy directions from the Board to the Administrator of the 
Commodity Stabilization Service. who is also the Executive Vice President of 
the Commodity Credit Corporation. 

Since assuming the responsibilities on February 9, 1959, of Special Assistant 
to the Secretary in charge of congressional liaison, I have continued to receive 
and handle many special matters; however, the responsibility for regular 
appraisal and following up of significant internal audit and program investiga- 
tion findings has been delegated to the Office of Budget and Finance, which is a 
staff office of the Secretary. That office continues to advise the Secretary, 
Under Secretary, and Assistant Secretaries of significant internal audit and pro- 
gram investigation disclosures on a current basis. Reviews are conducted by 
the Office of Budget and Finance and discussions are held with directors of 
internal audit and program investigation staffs, and with other responsible 
agency personnel with respect to significant internal audit and program in- 
vestigation findings. Special cases are discussed with the appropriate Assistant 
Secretaries. 

Reviews conducted by the Office of Budget and Finance of the work of agency 
internal audit and program investigation staffs include the thoroughness of 
reporting, administrative action taken on findings, and the overall effectiveness 
of the audit and investigation staffs. As indicated in the hearings before this 
subcommittee in June 1958, the respective departmental agency heads have 
the primary responsibility for the taking of corrective action when found to 
be necessary or appropriate. Pursuant to departmental policies, each agency 
has established internal controls to provide for necessary distribution of reports 
and to assure adequate followup on reports for appropriate action. 

Similarly, since February 1959, in connection with complaints and investiga- 
tions concerning the conduct of employees, the Assistant Secretaries are peri- 
odically advised and appropriate followup action is taken with agency officials 
by the Office of Personnel. 

With respect to the specific investigation and audit reports referred to in the 
questions directed to me in the hearing on August 17, 1960, I recall reviewing 
and discussing the investigation reports on the port elevators as indicated in my 
oral testimony. Obviously, in view of the departmentwide scope of my pro- 
gram appraisal duties, I personally could not possibly read in full all of the 26 
investigation reports on these elevators or read in full any other large number 
of reports in other program areas. This would be an impossible task for anyone 
in view of the multitude of audit and investigation reports made throughout the 
Department. 
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In a letter of June 27, 1958, addressed to Chairman L. H. Fountain by Acting 
Secretary of Agriculture True D. Morse, the Department summarized the status 
of these 26 port elevator investigation reports. Administrative and legal action 
has now been completed with respect to all 26 of the reports. With respect to 
16 of these reports, it was found administratively that the grain-handling 
practices involved were adequate and disclosed no irregularities. 

A total of 10 of the reports were referred to the Department of Justice for 
such action as that Department deemed appropriate. Two of the reports were 
made the subject of civil action by the Department of Justice against railroad 
carriers who operated warehouses at eastern ports. These actions sought the 
recovery of a portion of the warehouse charges paid by Commodity Credit 
Corporation on the basis that the warehouseman’s inventory had been depleted 
by unauthorized lending of grain. Both of these actions resulted in judgment 
for the carriers. No criminal action was found warranted by the Department 
of Justice in connection with either of these two matters. The matters covered 
by the other eight investigation reports referred to the Department of Justice 
were Closed on the basis of determinations by that Department that neither 
criminal nor civil action was warranted. 

Certain situations disclosed by some of these investigation reports relating to 
custodianship formerly performed by licensed inspectors and to insufficient 
Federal personnel to supervise adequately licensed inspectors at port elevators 
were the subject of corrective administrative action which had begun before 
these investigations were made. These corrective actions are described in detail 
in Mr. Morse’s letter of June 27, 1958, to Chairman Fountain. They were also 
referred to by Mr. B. W. Whitlock in his testimony on August 17, 1960, before 
the subcommittee. 

In addition to the administrative action taken in connection with these in- 
vestigations and the referral to the Department of Justice of those reports which 
disclosed irregularities, the Department also furnished copies of the reports to 
the Senate Committee on Agriculture and Forestry. The Senate committee had 
recommended that these investigations be conducted at the conclusion of its 
1953 hearings into storage activities of the Commodity Credit Corporation. 

I do not recall and have no record indicating that the memorandum from the 
Deputy General Counsel to the Director in the Grain Division, CSS, dated 
December 2, 1957, which was referred to in a question directed to me by sub- 
committee counsel, was ever brought to my attention. However, the record 
does disclose that the Director of Grain Division to whom the memorandum was 
addressed took action to have the matter considered both in the Portland CSS 
commodity office and in the Washington office of CSS. I understand that the 
decision then made was to defer any attempted renegotiation of the memorandum 
of understanding with respect to weight gains resulting from washing smutty 
wheat until the next revision of the uniform grain storage agreement. The 
uniform grain storage agreement has been revised substantially this year in 
connection with the reduction in warehouse rates. The Department now has 
under consideration the matter of what further action should be taken with 
respect to weight gains realized from the washing of wheat in the smut area. 

With respect to the internal audit report relating to the removal of stored 
grain from ships in the Pacific Northwest, which was referred to by subcom- 
mittee counsel, I have no recollection and no record indicating that that particu- 
lar audit report came to my attention. However, this relates to a matter of 
storage policy which has been reviewed many times by the top administrative 
officials of Commodity Credit Corporation and by the Board of Directors of the 
Corporation. For example, as recently as August 17, which was the day I 
appeared before the subcommittee, the Department announced that it will in- 
crease the quantities of CCC grain in store in ships on the east coast in the 
Hudson and James Rivers as a defense measure. 

I appreciate this opportunity to supplement my oral testimony before the sub- 
committee, particularly inasmuch as there was no opportunity in advance of the 
hearing, for the reasons given in my oral testimony, for me to refresh my 
recollection on the matters discussed in the hearings. 


Mr. Fountarn. If there is nothing further we will stand in recess 
until further call by the chairman. 
(Hearing recessed at 5 p.m.). 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part IV.—Favoritism and Conflicts of Interest 


MONDAY, OCTOBER 10, 1960 


Hovust or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 9:30 a.m., room 1310, New House Office 
Building, Hon. L. H. Fountain (chairman of the subcommittee) 
presiding. 

Present: Representatives L. H. Fountain and Neal Smith. 

Also present: James R. Naughton, subcommittee counsel and J. P. 
Carlson, minority counsel. 

Mr. Founrarn. The subcommittee will come to order. 

Let the record show that a quorum is present consisting at the out- 
set of Congressman Smith and the chairman. 

Iam sorry that the schedules of the minority members for the month 
of October are such that they were unable to be here. In view of 
that situation, I asked Congressman Hoffman, the ranking minority 
member of the full committee, to arrange for Mr. Phil Carlson, the 
minority counsel to be here. 

We will certainly be very happy to have Mr. Carlson participate in 
these hearings to the fullest extent. 

These hearings are a continuation of the subcommittee’s investiga- 
tion of the activities of the Commodity Credit Corporation. 

We expect to take testimony concerning a number of situations in- 
volving possible conflicts of interest, waste and favoritism, primarily 
in connection with shipments of grain to the west coast for storage in 
allegedly substandard facilities. 

Gentlemen, we have a great deal of territory to cover. I am going 
to ask that each of our witnesses respond as directly as he can to ques- 
tions and make answers as brief as possible, consistent, of course, with 
giving full, adequate, and accurate information. Also, I would like 
to ask that no witness except the one to whom a question is addressed 
should make any response, until after the individual to whom the ques- 
tion is addressed has responded and then the witness can designate 
some other witness, with whom he is familiar, to supplement or give 
additional answers. 

I am going to ask each witness to identify himself and be sworn 
before his testimony. 
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I believe that each scheduled witness has received a copy of the 
committee rules. However, if there is anyone who expects to testi 
or who may testify, who has not received a copy of the rules, the 
committee counsel, Mr. Naughton, will be glad to provide a copy. 

I believe our first witness is Mr. Goold. 

Please come up and be sworn. 

(The witness was sworn. ) 

Make yourself comfortable and bring with you any of your assist- 
ants you would like to have with you. 

For the record, will you give the subcommittee the title of your 
present position and explain briefly just what your present assignment 
is. 


TESTIMONY OF W. GEORGE GOOLD, ASSISTANT DIRECTOR, SECURITY 
AND INVESTIGATIONS, OFFICE OF PERSONNEL, U.S. DEPART- 
MENT OF AGRICULTURE 


Mr. Gooxp. Yes, sir. 

My name is W. George Goold, spelled G-o-o-]-d. 

I am Assistant Director of Personnel in the Department’s Office 
of Personnel, where I have the responsibility for supervising the 
security and personnel conduct investigations of the Department of 
Agriculture. 

Mr. Fountarn. How many people do you have on your staff? 

Mr. Gootp. Approximately 31. 

Mr. Founratn. How long have you been in that position ? 

Mr. Gooxp. I have held this exact position since December 1, 1957. 

Mr. Fountarn. I assume you are familiar with hearings which 
were held by this subcommittee in June 1958, in which we made a 
number of inquiries into the policies and procedures of the Depart- 
ment of Agriculture for guarding against possible conflicts of in- 
terests. 

Mr. Gootp. That hearing, Mr. Chairman, was held just after I 
assumed my present position. 

Mr. Fountain. At this time I wonder if you would summarize for 
us significant changes, if any, which have been made since that time 
in the Department's policies and procedures with respect to conflicts 
of interest, giving the date of any such changes and the reasons why 
they were made. 

Mr. Gootp. Yes, I will be glad to. 

I have a rather full statement concerning the Department’s policies 
and conflicts of interest that was made earlier this year by Mr. Ralph 
S. Roberts, Administrative Assistant Secretary, before the Senate 
subcommittee concerning the policies of the Department, as they ap- 
ply to conflicts of interest, which is more full than the statement which 
was given in 1958 to your subcommittee. These policies still operate 
except for a few additions. 

It does not reflect substantial change. 

I would be happy to make a copy of this statement available for 
your subcommittee’s records, if you wish. 

Mr. Fouwrary. All right. 

Mr. Goorp. Further, [ would like to state that the only significant 
change that has been made in our policies and procedures for detect- 
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ing and preventing conflicts of interest is a change that was made 
December 31, 1959, which required that certain employees in a posi- 
tion to award business, or influence the award of business, or perform 
other acts that might influence, in some way, the trade and trade 
elements that come before us, be required to declare their financial 
interests and their outside employments, in order that we might 
screen and evaluate them to determine whether there was anything 
that might be incompatible with their Government jobs. This has 
been done. 

I would like to state, however, that this is one phase, and one phase 
only, of an intensive program that the Department has had over the 
years with adequate regulation on the subject, with adequate followup 
on the part of internal auditors and on the part of my office to detect 
wrongdoing in program operations. We are free to investigate at 
will any complaints that come to our attention concerning the con- 
duct of any of our employees where there would be a conflict of in- 
terests, or otherwise. 

Mr. Founratn. If there is no objection, Mr. Roberts’ statement will 
be made a part of the record. 

(The statement follows :) 


STATEMENT OF RALPH S. ROBERTS, ADMINISTRATIVE ASSISTANT SECRETARY, 
U.S. DEPARTMENT OF AGRICULTURE, BEFORE THE SENATE AGRICULTURE INVESTI- 
GATING SUBCOMMITTEE, MARCH 23, 1960 


Mr. Chairman, it is my understanding that you have invited me here this 
morning to discuss with your committee the regulations and procedures of the 
U.S. Department of Agriculture relating to conflicts of interest. In view of the 
nature of some of the programs and activities in which it is engaged, the De- 
partment for many years has directed the attention of its employees to this 
matter. The Department’s Office of Personnel has the responsibility for de- 
veloping and promulgating departmentwide regulations on personal conduct. 
And instructions have placed on the heads of Department agencies the obliga- 
tion to inform their employees of the regulations and to report on any alleged 
irregularities. 

Moreover, there exists in each of the larger agencies of the Department a 
staff responsible for comprehensive operational and management audits, includ- 
ing the investigation of irregularities. As of March 18, 1960, there were 551 
people, excluding stenographic and clerical staff, assigned to this work. These 
are in addition to a staff of investigators in the Department’s Office of Personnel 
where we have 18 men engaged in personal conduct and security investigations. 

This latter group conducts investigations on their own initiative, as well as 
on leads or other allegations from within the Department or from the public 
generally. Ail such information indicating any possible irregularity or miscon- 
duct is carefully and fully investigated. 

For many years the Department has had administrative regulations which 
prohibit certain types of outside employment and business affiliations that may 
involve conflicts of interest, or which may in any way influence an employee's 
judgment in matters pertaining to his official responsibilities. 

In addition, the Department has an employee handbook that is issued to each 
new employee which incorporates reference to our regulatory requirements. 

While I will quote from the administrative regulations now current, I should 
emphasize at the outset that the substance of the material I am using has been 
carried in the Department’s regulations for many years. Changes have been 
made from time to time only for improving their editorial content and to up- 
date appropriate procedures. 

Title 8, chapter 55, section 1 of the Department’s administrative regulations 
deals with “Personal Conduct.” Paragraph 2000 reads as follows: 

“Dury OF EMPLOYEES. It is the duty of employees of the Department 
to serve the public well and faithfully under the Constitution and laws of the 
United States, and to administer these laws and the work of the Department 
impartially, efficiently, and in accordance with Department policies. Employees 
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shall not at any time conduct themselves in a manner that might cause embar- 
rassment to or criticism of the Department or interfere with the efficient per- 
formance of their duties. 

“The Congress of the United States has established ‘a charter of conduct 
against which those in public service may measure their own actions and upon 
which they may be judged by those whom they serve.’ The charter, entitled 
‘Code of Ethics for Government Service’ is reproduced as exhibit 1 of this chap- 
ter. As agencies have had an opportunity to obtain posters stating the code, 
and it appears on the inside back cover of the employee handbook, all employees 
should be familiar with it.” 

You will observe from the paragraph I have just read, the Department has 
incorporated in its administrative regulations the code of ethics which the 
Congress by House Joint Resolution 175 adopted for Government employees. 

Paragraphs 7 and 8 of the code provide that no person in Government service 
should engage in “business with the Government, either directly or indirectly, 
which is inconsistent with the conscientious performance of his governmental 
duties;” and that he should “never use any information coming to him confi- 
dentially in the performance of governmental duties as a means for making 
private profit.” 

As will be demonstrated from references I will make to specific provisions 
of the Department’s administrative regulations, the two paragraphs quoted 
from the code of ethics are merely an affirmation of more explicit prohibitions 
that have been carried in the Department’s regulations for many years. 

Pargaraph 2001 states conduct or activities that are specifically prohibited. 
To save the time of the committee, I will restate only those activities that re- 
late to the question under consideration here: 

“a. Accepting from any person, firm, or corporation any favor, gift, loan, 
unusual discount, service, entertainment, or other thing of value by employees 
whose duties require the enforcement of laws or regulations, or those who are 
in a position to award or influence the award of business or to take or influence 
the taking of any other official action that might affect favorably or unfavor- 
ably any such person, firm, or corporation. 

“b. Giving or using information acquired throught their official positions to 
advance the interests of themselves, their families, associates, or friends over 
those of other persons. 

“e, Engaging in any personal business transaction or private arrangement 
for profiit which accrues from or is based on their official positions or authori- 
ties, or on official information. * * * 


* * * * * a * 


“e, Becoming unduly involved through frequent luncheons, dinners, entertain- 
ment, or other social engagements with persons outside the Government with 
whom they have official relationships. This is not intended to prevent the ex- 
change of usual social courtesies which are wholly free of any embarrassing 
or improper implications. * * * 

* * * * * * * 


‘4. Willfully making false, misleading, or inaccurate statements in official 
documents or records, including travel vouchers, or concealing material facts 
therein. * * *” 

Section 2 of the same chapter prescribes regulations regarding “Outside In- 
terests.” Paragraph 2010 reads in part as follows: 

“OUTSIDE WORK. No employee of the Department shall perform or be en- 
gaged in any work on his own behalf or for private individuals, firms, com- 
panies, organizations, or institutions: 

“a. If the outside work will prevent the employee from rendering full- 
time service to the Department. 

“b. If the efficiency of the employee may be impaired by the performance 
of the outside duties * * *. 

“e, If the work to be done in a private capacity may be construed by the 
public to be the official acts of the Department * * *. 

“d. If the business connections to be established or property interests 
to be acquired may result in a conflict between the private interest of the 
employee and his official duty or tend to bias his judgment. 

“e, If the doing of such work may involve the use of information secured 
as the result of employment in the Department to the detriment of the 
publie service. 
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“f. If such employment may tend to bring criticism on the Department 
or cause embarrassment. * * *” 

Paragraph 2011, which is predicated on 18 U.S.C. 484, reads as follows: 

“INTERESTED PERSONS NOT TO TRANSACT GOVERNMENT BUSINESS. a. General. 
No officer, employee, or agent of the United States shall transact business of 
the Government with any corporation, joint-stock company, association, firm 
or partnership or other business entity if he is an officer, agent, or member 
of, or is directly or indirectly interested in the pecuniary profits or contracts 
of such corporation, joint-stock company, association, firm, partnership or other 
business entity. This is a statutory provision, violation of which is punishable 
by a fine of not more than $2,000, or imprisonment for not more than 2 years, 
or both. 

“bh, Disclosure and Disqualification. In any case in which an officer, em- 
ployee, or agent has such an interest he shall immediately disqualify himself 
in writing, from acting, and inform the head of his agency of the reasons for 
his disqualifications. He shall take no action in any such matter unless au- 
thorized to do so. The head of the agency shall forward a report of the facts 
and circumstances to the Office of the General Counsel for a ruling as to whether 
there is a conflict of interests. A copy of the report shall be forwarded to the 
Director of Personnel.” 

Section 3 of the chapter deals with “Speculation,” and generally provides 
that, “no employee of the Department shall participate directly or indirectly 
in any transaction concerning the purchase or sale of corporate stocks or 
bonds, commodities, or other property for speculative purposes if such action 
might tend to interfere with the proper and impartial performance of his 
duties or bring discredit upon the Department.” 

The section then sets up specific prohibitions, paragraph 2019 reading as 
follows: 

“SPECULATION IN AGRICULTURAL COMMODITIES. Because of the possible effect 
of certain Department programs on market prices and futures trading, specu- 
lation, either direct or indirect, in any agricultural commodity is wholly pro- 
hibited in the case of employees of the Department concerned in any way with 
the administration of acts regulating trading in commodities for future delivery, 
programs for the purchase of sale of commodities, price support programs, 
commodity loan programs, or other programs which directly affect market prices 
of agricultural commodities.” 

There are two other specific prohibitions stated therein based on statutes. I 
mention them here in order that the committee might be informed fully of what 
our regulations contain. Their existence also helps to explain the reason for the 
Department action, which I will describe later, in requiring declarations of 
pecuniary interests from certain of our employees. Paragraph 2020a relates to 
administration of the Sugar Act and is predicated on 7 U.S.C. 1157. It reads 
as follows: 

“No person shall, while acting in any official capacity in the administration of 
this Act (the Sugar Act of 1937, as amended) invest or speculate in sugar or 
liquid sugar, contracts relating thereto, or the stock or membership interests of 
any association or corporation engaged in the production or manufacturing of 
sugar or liquid sugar. Any person violating this section shall upon conviction 
thereof be fined not more than $10,000 or imprisoned not more than two years, 
or both.” 

Paragraph b is also statutory in character. It is contained in the Marketing 
Agreement Act, 7 U.S.C. 610(g) and reads as follows: 

“It is unlawful for any person while acting in any official capacity in the ad- 
ministration of the Agricultural Marketing Agreement Act to speculate, directly 
or indirectly, in any agricultural commodity or product thereof to which this act 
applies, or in contracts relating thereto, or in the stock or membership interests 
of any association or corporation engaged in handling, processing, or disposing 
of any such commodity or product. Violation of this provision is punishable by 
a fine of not more than $10,000 or imprisonment for not more than 2 years, or 
both.” 

Mr. Chairman, I submit herewith for the record a copy of the complete text 
of chapter 55 of the Department’s administrative regulations. 

In addition to the administrative regulations, the Department, for a number 
of years, has furnished to our agencies for issuance to each employee a handbook 
designated “Agriculture Handbook No. 23.” This handbook is designed to help 
each employee understand the work of the Department of Agriculture. It tells 
him not only of the benefits and privileges derived from employment in the De- 
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partment, but defines his obligations and responsibilities as a member of the 
Department’s staff. In section 3 of the handbook, under the heading “Conduct 
as an Employee,” reference is made to the detailed provisions of title 8, chapter 
55 of the administrative regulations, which I have just discussed. The follow- 
ing two paragraphs on page 18 of the handbook are pertinent: 

“In the Department, as in any other large organization, certain rules and regu- 
lations have been established to guide employees in their conduct as public ser- 
vants. It is expected that each employee will avail himself or herself of the 
opportunity to become familiar with the Department Regulations so that he or 
she may render the highest type of service possible. You will find a more de- 
tailed statement with respect to employee conduct in chapter 55, title 8, of the 
administrative regulations of the Department. ‘These regulations are available 
in the personnel offices of each agency. 

“In localities where you do not have the Federal Personnel Manual or the 
administrative regulation readily available, consult your agency instructions or 
your supervisor.” 

Section 3 also includes relevant statements of responsibility under side titles, 
“Business Relations” and “Speculation,” on page 20. 

“Business Relations. 

“Rules governing the personal conduct of employees are found in the admin- 
istrative regulations of the Department, title 8, chapter 55. If you enforce regu- 
lations or are in a position to award or influence the awarding of business or to 
take or influence the taking of any other ofiicial action, you are forbidden io 
accept entertainment, favors, or gifts from those with whom you have official 
relations. ’ 

“You may not use your position, or information acquired through it, to ad- 
vance the interests of yourself, your family, your business associates, or your 
friends over those of other persons. * * * 

“Speculation. 

“You are prohibited from speculating, either directly or indirectly, in any 
agricultural commodity if you are in any way concerned with the administration 
of acts regulating trading in commodities for future delivery, programs for the 
purchase or sale of such commodities, price support programs, commodity loan 
programs, or other programs which directly affect market prices of agricultural 
commodities. 

“You may not participate directly or indirectly in any transaction concerning 
the purchase or sale of corporate stock or bonds, or property for speculative pur- 
poses, if such actions might tend to interfere with the proper and impartial per- 
formance of your duty or bring discredit upon your Department.” 

Title 8, chapter 56 of the administrative regulations prescribes authority for 
personnel investigations, outlines responsibility and channels for reporting on 
matters involving misconduct or acts of impropriety of any kind, and defines the 
interrelationships that must exist between the staff of investigators in the De- 
partment Office of Personnel and the agency heads and their respective internal 
audit and investigation staffs. 

Paragraph 2075, of chapter 56, on scope and authority for personnel investiga- 
tions reads in part as follows: 

“AutTHoRItTYy. The Office of Personnel has the function of conducting personnel 
investigations for all agencies of the Department, and is authorized to make such 
investigations relating to the Department’s business and its employees. This in- 
cludes investigation of misconduct, falsification of official records, including time 
and attendance reports and purchase and travel vouchers, acts of impropriety, 
and other alleged wrongdoings on the part of employees * * *” 

Section 2, of chapter 56, covers “Investigation Responsibilities and Procedures.” 
Paragraph 2080 reads as follows: 

“RESPONSIBILITY. a. General. Agencies of the Department have the primary 
responsibility for the enforcement of Department regulations and agency in- 
structions. 

“b. Corrective Measures. Heads of agencies are responsible, in the event that 
instances of delinquency, misconduct, or fiscal irregularities on the part of em- 
ployees occur, for seeing that corrective measures are taken promptly with re- 
spect to any supervisory, organizational, accounting, or other administrative 
factors that may have contributed to the occurrence.” 

Paragraph 2081 provides that “each agency head shall issue such instructions 
as will insure that cases of alleged personal misconduct or delinquency of em- 
ployees are properly reported.” After directing that complaints regarding con- 
duct of employees received from sources outside the agency shall be referred to 
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the Director of Personnel, the paragraph enumerates types of misconduct that 
must have appropriate investigative attention in the Office of Personnel, among 
which is “Conflict of interest.” 

In order that our total investigative competence might be coordinated and 
utilized most effectively, paragraph 2082 provides that in those agencies which 
have independent program investigation or internal audit staffs, the agency head 
shall issue such instructions as will insure that cases of alleged program irregu- 
larities shall be reported to, and investigated by, such staffs. These include in- 
vestigations of known or alleged irregularities in violation of laws or regulations 
pertaining to participation in official programs on the part of contractors, vendors, 
producers, borrowers, or others. If during the course of an audit inspection or 
other program investigation, allegations are made or evidence is obtained in- 
dicating possible violation of law or misconduct on the part of a Department 
officer or employee, the agency head is required to report such fact immediately 
to the Director of Personnel who, in the light of facts and circumstances in 
each individual case, will determine whether the agency investigation staff, the 
Office of Personnel, or some other Government agency will pursue the investi- 

ation. 

: A few of our smaller agencies do not have internal audit or investigative 
staffs. Paragraph 2084, of chapter 56, is intended to cover such cases. It pro- 
vides that the agency head, in any agency that has no internal audit or investi- 
gation staff, shall issue such instructions as will insure that allegations or com- 
plaints of fiscal or program irregularities, or employee misconduct are referred 
to the Department’s Director of Personnel for investigation. 

I have for the record, Mr. Chairman, the complete text of chapter 56 which 
also prescribes procedures to be followed on the completion of investigations, 
the handling of investigative reports, and so on. 

In addition to other safeguards, it should be mentioned that most of the 
employees of the Department who are in grade GS-15 or above, particularly 
in the commodity and marketing areas, occupy positions that have been desig- 
nated as sensitive. Thus, the occupant of any such position has been the sub- 
ject of a full character and background investigation. Investigations of this 
kind are made also on contracting officers regardless of grade. 

Applications for employment and other personnel documents also frequently 
provide leads to possible conflicts of interest. Where such is the case they are 
referred for appropriate administrative action. Applicants for important posi- 
tions of responsibility, particularly in sensitive areas, are interrogated before 
appointment regarding their private business interests. Some have not been 
employed because of their private holdings, or because the applicant felt that it 
was too great a sacrifice to divest himself of the holdings in question. 

Although the Department of Agriculture had taken the steps I have outlined 
here this morning to inform employees of their responsibility, and of their obli- 
gation to comply with the regulations, we felt that we should do more to assure 
ourselves that employees are complying with these requirements. After review- 
ing prectices in some of the other Government departments and agencies where 
somewhat comparable problems exist, we determined that we should obtain 
from certain of the employees in the Department a report of their pecuniary 
interest in private businesses and of private employment, if any. 

In view of the diverse nature of the Department’s activities, we found it dif- 
ficult to formulate a limited declaration covering all possible situations. A 
form of questionnaire that might be peculiarly applicable to the Commodity 
Exchange Authority would not be broad enough in scope to meet adequately 
the needs of an organization such as the Commodity Stabilization Service or 
the Farmers Home Administration. Accordingly, it was decided that we should 
obtain a declaration of pecuniary interest or private employment from all 
employees in the Department in grades GS-13 and above, and from all other 
employees regardless of grade who are in positions involving procurement, con- 
tracting, or other authority where there was a reasonable possibility of a con- 
flict of interest. This declaration included the employee’s interest in stocks, 
bonds, certificates or other evidence of ownership in any corporation, proprie- 
torship, or partnership; or right to income from rents, royalties, patents, fees, 
commissions, mortgages (including deeds of trust), or any other form of pecuni- 
ary interest in any business enterprise irrespective of whether it does business 
with the Department, whether held in the employee’s name or for his benefit, 
in the name of his or her spouse, minor children, or other dependents; any pri- 
vate employment for profit of any nature, including acting or serving as agent 
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or representative, either in his behalf, or for any person or firm doing business 
or interested in doing business, with the Department. , 

On December 31, 1959, the Secretary of Agriculture issued memorandum No. 
1436 prescribing the use of the form and requiring that it be submitted by all 
employees in the grades and categories indicated above by the close of business 
February 1, 1960. The memorandum also required that new employees in the 
same grades and categories must execute a similar declaration before entering 
on duty. Moreover, it requires that all employees who subsequently acquire 
pecuniary interests in, or employment by firms doing business with, or inter- 
ested in doing business with, the Department shall execute a supplemental re- 
port immediately. This declaration has been obtained from 15,045 employees, 

A copy of Secretary’s memorandum No. 1436, together with a copy of the form 
and instructions for its use, is submitted for the record. 

As a result of this action, some cases have come to our attention where there 
might be a conflict of interest. On the basis of the information reported by the 
employee, it is not possible to say whether there is or is not a conflict. How- 
ever, we are giving them further study, including an interview with each em- 
ployee in order to get necessary additional facts. If there has been no violation 
of law and no wrongful intent on the part of the employee, he will be given the 
opportunity to dispose of the holdings in question. In each case, however, 
where the facts warrant, the case will be referred to the Department of Justice 
for appropriate action. 

As a result of our efforts over the past few months in strengthening the 
Department’s procedures, including the employee declaration I have already 
mentioned, we expect to codify in the administrative regulations continuing re- 
quirements for the submission periodically of a similar report by all employees, 
and a regulatory requirement that all new employees execute a similar form 
before entering on duty in the Department. The form of the present declara- 
tion may be modified somewhat in subject-matter coverage or categories of em- 
ployees from whom it is obtained. However, it is not anticipated that the sub- 
stance of the form or the general approach will be altered substantially. 

Within my knowledge it has never been the policy of the Department of Agri- 
culture to conceal facts regarding its operations or any wrongdoing on the part 
of the employees. 

In all cases where the circumstances have warranted, action has been taken 
to separate the employee. Where it has appeared that a possible violation of 
law might exist, the case has been referred immediately to the Department of 
Justice. This will continue to be our policy. 


Mr. Naventon. Mr. Goold, you indicated that you follow up on 
complaints. Do you have any affirmative procedures designed to 
anticipate situations which might arise and to go into them before you 
receive complaints ? 

Mr. Gootp. We have internal audit, of course, which goes into the 
operating offices and checks their operations. Whenever any indica- 
tion of wrongdoing is discovered by an internal auditor, he makes a 
report to his superior who, in turn, refers it to my office. 

Mr. Naucutron. Are those recommendations usually followed ? 

Mr. Gootp. In regard to referring matters to my office, I know of no 
exception ; I think they are followed uniformly. 

Mr. Navenron. In other words, you are made aware of what rec- 
ommendations and findings are ? 

Mr. Goon. In regard to personnel matters, yes. 

Mr. Naveuton. Would you receive notification of situations which 
were found by the internal auditors involving operating matters which, 
to some people, might indicate a possibility of favoritism ? 

Mr. Goorp. I am sure we would. 

Mr. Navueuton. Did you receive notification, for example, of the 
internal auditors’ reports concerning the unloading of ships in the 
Portland area ? 

Mr. Goorp. That was determined to be a program matter, and was 
not reported to my office. 
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Mr. Naventon. So you made no investigation of that situation with 
respect to favoritism or conflict of interests? 

Mr. Gootp. No. 

Mr. Naveuon. I assume the same statement goes with respect to 
the fact that grain was left in substandard facilities on the Pacific 
coast while the ships, which were much lower cost storage, were being 
unloaded ? 

Mr. Gootp. Mr. Naughton, I have no knowledge of that. That is 
not a conflict of interest matter, but I would like to state, however, 
when you refer to substandard storage, I have no knowledge that any 
grain has been lost to the Government through the use of any sub- 
standard storage facilities in the Portland office. 

Mr. Naveuton. Have you looked into that situation ? 

Mr. Gootp. No, I have not specifically, but I have no knowledge of 
that. 

Mr. Naveuton. You would not expect to know if yeu did not look 
into it, would you? 

Mr. Goon. I am close to the situation in the office, and had there 
been any substantial loss, I would have known of it. 

Mr. Naveuton. Has there been any substantial waste in the Port- 
land office ? 

Mr. Goorp. That is not a question that is within my office. I know 
of none. 

Mr. Founrarn. Your office would not ordinarily go into that sort 
of thing? 

Mr. Goorp. No, sir. My office is not an inspection office as such. 
That is, inspection to determine the methods of operation, nor an in- 
spection office to determine how a program should operate. Those 
matters are outside the purview of my office. 

Mr. Fountarn. Which office would look into that sort of thing? 

Mr. Goon. Ordinarily, the Internal Auditors Office, attached to 
the Commodity Stabilization Service. 

Mr. Naveutron. Would it be a concern of your office if certain 
specified grain houses were having grain shipped in to them while 
others in the same vicinity were having grain loaded out? 

Mr. Gootp. It would depend on the circumstances entirely. 

Mr. Naveuton. Would it be a matter of concern to your office if 
grain were being shipped clear across the country at very substantial 
extra cost and put into specified warehouses on the west coast? 

Mr. Gootp. It would depend entirely on the circumstances. If it 
were done for adequate program reasons, no, it would not be of con- 
cern to my office. If there were indication of wrongdoing on the part 
of an employee or favoritism being shown, it would be a matter of 
concern to my office. 

Mr. Naventon. Supposing that this happened: Let us say that 
there were substantial shipments of grain made at very heavy extra cost 
to the taxpayers, grain being shipped clear across the country and put 
into substandard facilities owned by certain people. Let us say the 
program decision was made that this was for adequate reasons. 
Would you go beyond that to see whether there was an conflict of 
interest on the part of the man who decided that this was an adequate 
program ? 
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Mr. Goorp. You are talking about a hypothetical situation. I can- 
not answer your question without knowing all of the facts. 

Mr. Naucuton. Maybe we are talking about a hypothetical situa- 
tion and maybe not. We will find out later. 

Mr. Gootp. Without the facts, I cannot answer your question. 

Mr. Fountatn. I think what he is getting at, Mr. Goold, is would 
that normally fall within the jurisdiction of your office. Would 
you investigate that sort of thing if it were brought to your attention ? 

Mr. Gootp. Mr. Chairman, we would investigate any allegation of 
wrongdoing and I would say, where there was a showing of favorit- 
ism, that would be wrongdoing in my view and we would investi- 
gate it. 

Mr. Fountatn. I take it from your preliminary statement and re- 
sponse to our initial questions concerning changes in your procedures 
that you are satisfied your procedures are adequate? 

Mr. Fountain. Are you reasonably sure that you have detected 
all significant conflict-of-interest cases and that you have adequate 
procedures to prevent any further cases ? 

Mr. Gootp. Well, sir, I would like to respond to that question this 
way: We have statutes. We still cannot prevent crime. We have 
followed vigorously every suspected conflict-of-interest case that has 
come to our attention. We know of none in the Department at this 
time where action has not been taken. 

Now, as to whether we can guarantee a foolproof system, I would 
have to respond to that question, no, we cannot. As long as there are 
human beings and there are laws and regulations, there will be those 
who will try to circumvent them. They will be successful at times, 
but I would like to say this: We have taken every reasonable means 
to do this short of a police state in the Department of Agriculture. 

We feel that our systems and regulations are reasonable. We feel 
that where there is any significant conflict, it will come to light and 
come to our attention. 

I might state that through our procedures and through our poli- 
cies, we were able to detect. and find the one case in the Department 
which was a true conflict-of-interest case earlier this year. 

Mr. Fountarn. That is the information I wanted to have. I think 
no one can disagree with you that you cannot read the minds of people 
in advance and tell what they are going to do. 

The thing I wanted to get was whether you are satisfied that you 
have taken all reasonable precautions in the Department. 

Mr. Gootp. Yes, sir; we hope that we have. We are eternally alert 
to ways and means of improving our regulations and improving our 
systems. No doubt as situations come to light and as warranted, 
there will be changes in the future. As of right now, we feel we are 
adequate in the regulations we have. 

Mr. Fountarn. How many conflict-of-interest cases of a significant 
nature have come to the Department’s attention since June 1958? 

Mr. Gootp. There has been one, sir. 

Mr. Founrarn. Only one? 

Mr. Gootp. Yes, sir. 

Mr. Fountarn. Would you identify that case and explain the facts 
of the situation involved ? 

Mr. Gootp. Yes, sir. 
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That case involves the former Director of the CSS commodity 
Office in Portland, Oreg. His name was Earl C. Corey. In January 
of this year facts came to the attention of my office, through a confi- 
dential source, which indicated Mr. Corey had holdings in the grain 
industry which might be in conflict with his job. These included 
nominal holdings in some large grain companies and included a 
rather substantial interest in a smaller one. Immediately upon re- 
ceipt of this information, I flew to San Francisco, where “Mr. Corey 
was at the time, and discussed with him the ownership that he had in 
all firms of any sort. He identified those where he had nominal 
interests, but when it came to the one where he had had a significant 
interest, he did not mention it to me in the beginning. Later in the 
same interview I found the reason for this when, in response to di- 
rect questioning, he told me that in 1956 or in 1957, as he put it, he 
purchased approximately a one-third interest in the Three States 
Warehouse Co., a grain storage firm in Portland, Oreg. 

He stated that he sold his interest in this firm early in 1959. I 
asked him why he had decided to sell his interest in the firm and he 
stated that in May of that year he was in Washington, D.C., re- 
ceiving an award from the Secretary of Agriculture. As he crossed 
the pi latform to receive this award he felt that something might come 
up concerning this firm to embarrass him and the Secretar y- Hedid 
not want anything to come up that would embarrass the Secretary 
and, therefore, he went back to Portland and immediately arranged 
the sale of his interests. 

Now, further on that case, as a result of this disclosure, Mr. Corey 
resigned effective at the close of business the following Friday. I 
saw him on a Saturday in San Francisco; he had to return to Port- 
land and, effective the close of business the followi ing Friday, he re- 
signed. We accepted his resignation immediately in lieu of the 
preferment of charges. We referred the case to the Department of 
Justice for investigation, and such action as was indicated. 

The case was promptly and thoroughly investigated. It resulted 
in an indictment against Mr. Corey and one of his. partners. <A trial 
has been held and he and his partner have been found guilty as 
charged on all counts. 

Mr. Fountain. Was this discovered as a result of your own Depart- 
ment’s procedures or was it called to the attention of the Department 
by outsiders ? 

Mr. Goorp. It was discovered through the Department’s own initial 
action. However, the information came to us from a source outside 
the Department. The inquiry to find out was initiated by the 
Department. 

Mr. Foun'rarn. In 1958, the Department advised this subcommittee, 
and I quote: 

The Compliance and Investigations Division of CSS conducts background 
investigations of all employees who serve as contracting or claims officers in 
matters concerning the operations of the Commodity Credit Corporation. Such 
investigations would no doubt disclose information, if any existed, indicating 
any conflict of interest situation. 

T would like to ask you wheather or not there were background 
investigations performed concerning Mr. Corey ? 
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Mr. Gootp. Certainly. There was no background investigation 
of Mr. Corey in 1955 when he became Director of the Portland Com- 
modity Office. There should have been. Why there was not, I do 
not know. I was not in the Department then. 

Mr. Fountarn. Had a background investigation been made, 
would it, in all probability, have disclosed information indicating a 
possible conflict of interest? 

Mr. Gootp. It may have, sir. 

May I amend my answer to that? 

There was a background investigation conducted concerning Mr, 
Corey but it was to a different point. It was for security clearance 
and did not go to the point of his holdings. 

Mr. Founratn. Mr. Naughton? 

Mr. Naventon. Mr. Goold, do you believe that these background 
investigations are as valuable as was indicated at our hearings in 
1958 and that they actually would, no doubt, disclose evidence of 
conflict of interest if any existed ? 

Mr. Gootp. Short of deliberate concealment involved, I believe 
they would. 

Mr. Naveuton. Mr. Corey, as I understand it, did not have his 
interest in the Three States Warehouse at the time he joined the 
Department ? 

Mr. Gootp. That is true. 

Mr. Navuecuton. Doesn’t that leave a gap in the procedures in the 
case of a man who may be clean as a hound’s tooth when he joins 
the Department and later gets some conflicting interests? 

Mr. Gootp. We have stopped that now through our procedure with 
our declaration by employees of their holdings. 

Mr. Fountain. After they have accepted employment, assuming 
there is no conflict of interest to begin with, if their situation should 
change, is there a continuing procedure which, at least, calls upon 
the employee to make a report of any change in his status? 

Mr. Gootp. Yes, sir; there is. 

Mr. Fountarn. What is there to put them on notice? 

Mr. Gootp. The instruction, and I am sure it has been followed 
because the forms come to my attention, is this: 

All new employees in the above grades or categories shall execute this report 
upon entering upon duty. All employees who subsequently acquire pecuniary 
interests in, or employment by firms doing business with, or interested in doing 
business with the Department, shall execute supplementary forms immediately. 

Mr. Fountatn. Mr. Goold, what investigations, if any, are made 
with respect to officials in sensitive positions to make sure that. they 
do not have conflicting interests at the time they are employed? 

Mr. Goorp. That is a very good question, sir. 

You are distinguishing trade sensitivity from security sensitivity? 

Mr. Founrarn. That is right. 

Mr. Goorp. At the time an individual is employed, we receive from 
him his statement of pecuniary interests. We also consider his ap- 
plication form which discloses his prior employment. We have other 
evidence, other documents, and the recommendations of people who 
have known him, and otherwise, so that we know pretty generally 
the individual and what type of a man he is. An investigation ap- 
propriate to the circumstances is conducted in every case before the 
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individual comes on duty. In many cases, this amounts to a full 
field investigation. In other cases, it would be shorter than this. 

In all cases where the individuals will be contracting officers for 
the Commodity Credit Corporation, full field investigations are made 

f them. 

“7 Fountain. In June of 1958, it was specifically suggested to 
the Department during the course of this subcommittee’s hearings, 
that officials in sensitive positions should be required to report outside 
interests. The subcommittee was told that this would be looked into 
and then about a year and a half later, after the subcommittee called 
the Department’s attention to the McGregor situation with which you 
are familiar 

Mr. Goon. Yes, sir. 

Mr. Founrarn. The Department did begin asking questions about 
outside interests : is that right ? 

Mr. Gooxp. Sir, at the time you made this request in 1958, it was 
interpreted by the Department as being a request applying to Wash- 
ington, D.C. 

The matter was under continuous consideration and discussion 
following that, and it was in December of 1959 that we adopted this 
more extensive procedure that I have outlined. 

Mr. Nauveuron. Mr. Goold, I believe you are thinking of the spe- 
cific request by the subcommittee that a check be made as to whether 
or not any top officials had outside interests, but there was some other 
discussion in the hearings to which Mr. Fountain was referring, and 
I quote: 


Mr. NauGuton. Don’t you think the Department should require individuals 
who are in high positions where they could get into conflict of interest situa- 
tions to report on any outside interests they have that might conflict? 

Mr. Grant. Many agencies of the Department do have such a requirement 
with respect to outside employment. I will have to look into this. Offhand, 
Iam not fully informed on just exactly how many agencies do have such a re- 
quirement, but I think it might be a feasible thing to do. 


This was in June of 1958 and the procedures were instituted in 
December 1959. 

Mr. Gootp. Mr. Grant’s inquiry in response pertains to outside 
employment. 

I might say it has been the practice in the Commodity Stabiliza- 
tion Service, which is the operating arm of the Commodity Credit 
Corporation, to require prior approval of outside employment for 
some long time. The same applies to other large agencies in the 
Department. Our Commodity Exchange Authority has even gone 
further. This agency has the function of seeing that there is no 
maniuplation of commodity markets. They have had a requirement 
for some time similar to the requirement we now have Department- 
wide concerning declaration of financial holdings. 

Mr. Fountary. Mr. Naughton, I think Mr. Grant said in that 
statement that he did not know how many agencies had such 
procedures. 

Mr. Goorp. Yes. 

Mr. Naventon. I might point out that my question in 1958 had to 
do with outside interests as well as employment. I specifically re- 
ferred to outside interests because the whole tone of that hearing 
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was devoted not only to outside employment, but outside interests, 
Our impression certainly was that the Department had under con- 
sideration reporting of outside interests. : 

Mr. Fountain. Mr. Goold, when was the questionnaire sent out to 
employees requesting information about possible outside interests? 

Mr. Gootp. At various times. 

Mr. Fountain. When was the first one sent out ? 

Mr. Gooxp. I imagine the first ones were sent out about the 5th of 
January; from the 5th of January up until as late as the 22d of 
January. 

Mr. Fountain. Of what year? 

Mr. Gootp. Some additional ones were sent. 

Mr. Fountain. What year? 

Mr. Gooxp. 1960. 

You see, we had in excess of 15,000 of these to send out and there 
was a communication problem in determining exactly what groups 
would be covered. That did take some time. The latest were sent 
out the 22d of January. 

Mr. Fountain. Basically and in substance, what did the question- 
naire require ? 

Mr. Goorp. I have a copy here which I shall be glad to insert in 
the subcommittee’s record. 

Mr. Fountatn. With no objection, it will be inserted in the record 
at this time. 

(The document referred to follows:) 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, D.C., December 31, 1959. 


MEMORANDUM No. 1436 


EMPLOYEE'S REPORT OF PECUNIARY INTERESTS IN BUSINESS ENTERPRISE AND/OR 
PRIVATE EMPLOYMENT 


The purpose of the attached form is to set forth the policy of the Department 
with respect to the acquisition or holding by Department employees of pecuniary 
interests in or private employment by any business enterprise doing business, 
or interested in doing business, with the Department, and to ascertain whether 
there may be violations of such policy. 

In order for the Department to make such determination, the attached mem- 
orandum with the report on the reverse thereof, should be executed by all 
employees in your agency in grades GS-13 and above, all employees with con- 
tract or procurement authority, and all other employees regardless of grade, 
who are in a position to award or influence the award of business, or are officially 
assigned to the duty of granting or denying approval on behalf of the Federal 
Government for specific commercial activities. 

The agency shall establish such controls as necessary to insure that all 
affected employees execute a report. All incumbent employees in the above 
grades and categories shall submit their completed reports by the close of 
business, February 1, 1960. All new employees in the above grades and categories 
shail execute this report upon entering on duty; all employees who subsequently 
acquire pecuniary interests in, or employment by firms doing business with, 
or interested in doing business with, the Department shall execute a supple 
mental report immediately. 

Reports submitted by heads of Department agencies, deputy and assistant 
heads of agencies, and all affected employees in the immediate office of the 
Secretary shall be forwarded to the Director of Personnel for review. In any 
case in which an employee reports pecuniary interests or private employment 
of such a nature as to raise a reasonable doubt as to whether a conflict exists, 
the case shall be submitted to the Director of Personnel for a ruling. The 
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Director of Personnel may ask the advice of an ad hoc committee composed 
of a member of his office, a member of the Office of the General Counsel, and 
a representative of the employing agency to determine whether any interests 
or outside employment of an individual may be in conflict with his work in the 
Department. 
Ezra TAFT BENSON, 
Secretary. 
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I hereby certify that I have read all the information on the reverse hereof; that I fully understand the contents; and that the information 
above is true, correct and complete to the best of my knowledge and belief. 


ao-276 (12-89) Statement of Pecuniary Interests and Private Employment 


EMPLOYEE’S REPORT OF PECUNIARY INTERESTS IN BUSINESS ENTERPRISE AND/OR 
PRIVATE EMPLOYMENT 


In order to implement policy enunciated in 8 AR 2010(d) that no Department 
employee shall perform or be engaged in any work on his own behalf or for 
private individuals, firms, companies, organizations, or institutions if such 
interests may result in a conflict between the pirvate interest of the employee 
and his official duties, or tend to bias his judgment, employees shall execute 
the form on the reverse of this memorandum listing all holdings or employment 
as follows: 

All pecuniary interests, including stocks, bonds, certificates, or other evidence 
of ownership in any corporation, proprietorship, or partnership; or right to 
income from rents, royalties, patents, fees, commissions, mortgages (including 
deeds of trust), or any other form of pecuniary interest in any business enter- 
prise irrespective of whether it does business with the Department, whether 
held in the employee’s name or for his benefit, in the name of his or her spouse, 
minor children, or other dependents; any private employment for profit of any 
nature, including the acting or serving as agent or representative, either in his 
own behalf, or for any person or firm doing business, or interested in doing 
business, with the Department (if none, so indicate). Employees shall not 
include holdings in nonprofit organizations, cash assets, governmental securities, 
real estate occupied as their own dwellings (unless connected with a farming 
operation), or rights derived from insurance policies. 

Upon being advised that such interests or employment are in conflict, the 
employee will take immediate steps to dispose of such interests, and advise 
the head of his agency on the progress made in this regard; private employment 
shall be terminated immediately. An employee who believes the application 
of this paragraph may cause him undue hardship, may request a modification 
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by forwarding to the Director of Personnel, through the head of his agency, a 
written statement setting forth all facts and circumstances. 

This report will be for official consideration by the head of the employee's 
agency or his designated representative and for the Office of the Secretary. 
The information contained therein will be maintained under strict administrative 
control. It will not become part of the official personnel folder. 

Failure to file a report or knowingly submitting incomplete or erroneous 
information may be cause for disciplinary action. False, fictitious, or fraudulent 
statements knowingly and willfully made in the report may be prosecuted under 
section 1001 of title 18, United States Code. 

AD-276 (12-59) Statement of Pecuniary Interests and Private Employment. 

Mr. Goorp. It required that the individuals declare the names of 
companies in which they had any holding, they or their spouses, or in 
which they had any beneficial interest; the name of the company, the 
type, and the amount of holdings, the date it was acquired, in whose 
name it was held, and how it was acquired; through purchase, gift, 
or whatever. The form also required that they declare their outside 
employment, the name and address of employer, type of business in 
which he was engaged, the amount of remuneration, and the nature of 
services they rendered for the employer. 

Mr. Fountatn. As of what date were they supposed to give that 
information ? 

Mr. Goorp. It was supposed to be in no later than February 1, 1960, 
and most all were in by that date. 

Mr. Founrarn. That was designed to get that information insofar 
as it related to that individual as of the time the report was filed ? 

Mr. Goorp. As of the time the report was filed ; yes, sir. 

Mr. Fountarn. It was my impression that the questionnaire was so 
worded that it would have permitted, as I understand it, an employee 
to dispose of conflicting interests assuming he could get rid of them, 
since he did not have to file the report until February 1. 

Mr. Gooip. Now, on that point, I would like to respond, if I may, 
sir. 

Mr. Fountarn. Please do. 

Mr. Goorp. It is the view of the Department that we had no alter- 
native except to allow employees until February 1 to respond to the 
questionnaire. 

Employees in Washington, many of them, had to write to their 
attorneys in hometowns and safety deposit boxes had to be inspected, 
and other things had to be done which would certainly make it im- 
practical for us to require an immediate reply upon receiving the form. 
We considered the matter as to whether we should name a certain cut- 
off date. It was our conclusion that this would cause more problems 
than this would cure. It was, and is, our view that anyone who had a 
substantial conflict would not be able to dispose of it in the short 
length of time that was available to them, less than 25 days in most 
cases. 

I would like to point out in this connection that there may have been 
some who had stock in companies that are traded actively on the ex- 
changes, where they might possibly have been able to dispose of them 
but these are large companies and their holdings would have been in- 
significant as compared to the ownership of a specific grain elevator 
or a packing plant or whatever it may be, which certainly would have 
required much more time. 
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Let us take the case of Mr. Corey. It was on May 17, 1959, that 
he first decided he was going to sell his interests in Three States 
Warehouse Co. He had readymade buyers, his partners. The funds 
were in the bank available and it would not require title searches, 
examination of books, and many other things that generally have to 
be done in connection with such a transaction, but still it took nearly 
45 days for him to consummate that sale before he received payment 
for his stock. 

It was our view that where there was a substantial conflict, they 
would not have been able to dispose of it in the short length of time 
that they had. 

(Mr. Goold subsequently requested that letter from Under Secre- 
tary Morse to Chairman Fountain on June 28, 1960, be inserted in the 
record to supplement his answer. ‘This letter and a May 24, 1960, let- 
ter from Chairman Fountain to Secretary Benson to which it replied 
follow :) 


May 24, 1960. 
Hon. Ezra TAFT BENSON, 
Secretary of Agriculture, 
US. Department of Agriculture, Washington, D.C. 


DeAR Mr. SECRETARY: AS you may know, the Intergovernmental Relations 
Subcommittee has been interested for some time in the procedures established 
by the Department of Agriculture to guard against conflicts between the private 
pecuniary interests of employees and the public interest. The subcommittee in- 
quired into this subject in some detail at a hearing in June 1958, and has made 
further inquiries at subsequent hearings. Consequently, I noted with particular 
interest memorandum No. 1486, which was sent by your office to a large number 
of employees on December 31, 1959, requesting that a report of outside interests 
and employment be filed by February 1, 1960. 

The statements required to be filed by February 1, as I understand it, applied 
only to outside interests and employment as of that date and there was no re- 
quirement that employees report any past outside interests or employment. 
Furthermore, since memorandum No. 1436 was distributed to employees on De- 
cember 31, 1959, an employee would have had a full month in which to terminate 
any conflicting outside interests or employment and thus avoid the necessity for 
revealing them. For example, if the former director of the Portland commodity 
office had still been a Department employee on December 31, he would not have 
been required to report outside interests which he disposed of earlier in 1959; 
if he still heid those interests on December 31, he would have had until February 
1 to dispose of them without having to report this fact to the Department. 

I am confident, as I am sure you are, that the vast majority of Agriculture 
Department employees are completely trustworthy. However, as the Portland 
case demonstrates, there is always a danger that a few may engage in question- 
able activities which are not known to their superiors. 

If there are any cases where empioyees have terminated conflicting interests 
or employment in order to avoid disclosure, the Department of Agriculture 
should know about them. If there are no such cases, any basis for suspicion 
that employees have been able to escape disclosure of improper activities be- 
cause of a loophole in procedures should be removed. Consequently, I should 
like to suggest that the Department of Agriculture take appropriate action to 
ascertain whether any employees terminated possibly conflicting employment or 
interests before filing reports. 

I should like to suggest further that the Department take appropriate action 
to ascertain whether employees who hold particularly sensitive positions from 
the standpoint of possible conflicts of interest have had outside interests of em- 
ployment during their service in the Department which were inconsistent with 
their official responsibilities. 

Sincerely, 
L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittee. 
64140— 61, pt. 410 





1464 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


DEPARTMENT OF AGRICULTURE, 


Washington, D.C., June 28, 1960. 
Hon. L. H. Fountain, 


Chairman, Intergovernmental Relations Subcommittee, 
House of Representatives. 


Deak CONGRESSMAN FOUNTAIN: This will acknowledge your letter of May 24, 
1960, relative to procedures employed in this Department to prevent possible 
conflicts of interest on the part of its employees. Your comments and recom- 
mendations have been noted carefully. 

Responsible officials in this Department have always given careful attention 
to the matter of possible conflicting outside interests on the part of our em- 
ployees. Our regulations have been very clear and explicit on the point that 
the Department does not tolerate employees acting in matters for the Govern- 
ment in which they may be interested personally on the outside. We have been 
alert to problems arising within the Department and to complaints received 
from outside sources on this subject. Each case has been thoroughly checked 
by the Department and where indicated the complaints have been referred 
promptly to the Department of Justice for appropriate attention. While we 
have always maintained a staff to follow up and insure compliance, revisions in 
our regulations and procedures made within the past year have materially 
strengthened our administration on this point. In addition to these facts, the 
Department maintains a staff of approximately 550 internal auditors at all 
times, charged with the responsibility of reviewing our program operations to 
detect weaknesses, and to uncover any cases involving failure to comply with 
the regulations, improper or unethical conduct, or where it appears that the 
Government’s interests otherwise might not be fully protected. 

As you state, on December 31, 1959, action was taken to require a large 
number of employees in the Department to file statements of their outside 
interests and employments by February 1, 1960. Due to the broad scope and 
diversity of the Department’s activities, it was necessary to require more than 
15,000 employees, located throughout the country and in foreign areas, to exe- 
cute such statements. The order, signed December 31, 1959, was distributed 
to both headquarters and field employees. While these forms reached some 
employees by January 5, 1960, due to the volume of the work and the com- 
munication time required forms did not reach many field employees before mid- 
January. Sound administrative practice dictated that a reasonable time be 
provided to assemble their materials and complete the forms. There was never 
a requirement, as some have said, that the form be filed “as of February 1, 
1960.” The form was to be accurate and complete as of the date it was exe 
cuted by the employee. A large majority of them were in fact executed and 
submitted substantially before February 1, the deadline established for their 
submission. 

It is the Department’s view that if an employee held an interest where a 
significant conflict might exist it is highly unlikely that he could have disposed 
of it before the date of filing. In the case of the former director of the Port- 
land commodity office, which you mentioned in your letter, investigation dis- 
closes that approximately 45 days elapsed from the time he decided he should 
sell his interest in the Three States Warehouse Co. until the transaction was 
finally consummated. Even then, his problem was easier than it might otherwise 
have been since he sold to partners. He did not have to find a willing purchaser 
requiring an appraisal, title, or lien search, and other steps customarily a part 
of such a transaction. No instance has come to the Department’s attention where 
an employee disposed of an interest to avoid declaring it. Should we learn 
of such a case you may be assured immediate action will be taken appropriate 
to the circumstances. 

It should be pointed out that the Department had financial information on 
some of its employees prior to the time this questionnaire was distributed. We 
also knew of their previous business experience which furnished clues to the 
existence of possible conflicts. In those cases where circumstances indicated, 
steps were taken beyond the normal safeguards to assure ourselves that the 
business of the Department would be transacted free of any conflicting interest 
on the part of an employee. 

While we appreciate your suggestion, we believe that the actions already 
taken, and the safeguards provided in the Department are such that the addi- 
tional steps you suggest would not produce important results, and thus would 


involve 
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involve an unjustifiable expenditure of public funds. To summarize, steps 
already taken to protect the public interest include: 

1. Strict regulations against employees holding interests in, or becoming 
unduly involved with, outside businesses with which they work. Compliance 
with these regulations has been strengthened by requiring employees in 
broad categories to execute a statement setting forth their financial in- 
terests and outside employments. 

2: Appropriate screening of all employees, including full field character 
and background investigations of those in particularly sensitive positions. 
Special care has been taken to assure that those in such sensitive positions 
from the standpoint of conflicts of interest held no conflicts at the time 
they were employed. 


3. A comprehensive internal audit and management appraisal system to 
detect weaknesses, violation of regulations, and other wrongdoing. 

4. Maintenance of an investigative staff with authority to conduct in- 
vestigations on its own initiative in matters relating to conflicts of interest 
or other undersirable types of conduct on the part of employees. 

These safeguards have proven their effectiveness, and you may be assured 
that the Department will continue to be alert in protecting the public interests 
against any unethical or illegal practices on the part of our employees. 

The cooperation we have received from your committee in these matters has 
been helpful. 

With kind wishes and best regards, 

Sincerely yours, 

TRUE D. Morse, Under Secretary. 

Mr. Fountain. Mr. Naughton? 

Mr. Naueuton. Mr. Goold, assuming that word had not gotten 
to the Department of Mr. Corey’s interests in Three States, and he 
still had it during the first part of January when he got the ques- 
tionnaire, don’t you think that if he had had any idea of what was 
going to happen, he would have disposed of it even if he had to give 
it away 

Mr. Gootp. No, sir; I do not. 

Mr. Naveuton. Do you think he would rather take a sentence 
or whatever penalty he is liable for? 

Mr. Gootp. If you are looking at that, then you might ask the 
question, why did he acquire it in the first place? 

Mr. Fountar1n. The intent was to read the mind of Mr. Corey 
there, and I doubt if he can do it. 

Mr. Naveuton. What problem do you think you would have run 
into if you had simply said after sending out this questionnaire that 
each employee is required to file his report by February 1 indicating 
what his interests were on January 1? 

Mr. Gootp. As of January 1, it would have required much more 
research on the part of some because there are employees in Govern- 
ment who are people of substance and who are engaged in legitimate 
investment practices. It would have required research on their part 
to go back and reconstruct their holdings as of a certain date. 

Mr. Naveuton. Do you mean that for the employees of the De- 
partment of Agriculture to go back 1 week and find out how much 
stock and property they held would be a burdensome task ? 

Mr. Gootp. Yes, sir; when you consider many of them are here 
in Washington and their holdings are some 3,000 miles away. 

Mr. Navucuron. You do not think they would be actively trading 
in that. case, do you? 
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Mr. Goorp. It is entirely possible. As a matter of fact, one case 
comes to my mind where an individual had placed responsibility for 
trading in another person who was closer to the situation and it not 
only would have meant him going back and reconstructing it 

Mr. Naventon. They had to do that as of February 1, did they not? 

Mr. Gootp. No; because they could take a date between then and 
February 1 and state, “I own this as of today.” 

Mr. Navueuton. How many individuals do you have in the Depart- 
ment of Agriculture that you think have sufficiently extensive hold- 
ings so that it would have been a great problem for them to figure out 
what they had 1 week before ? 

Mr. Goorp. I do not know how much of a problem it would be and 
I do not know how many employees have such holdings, but there 
are some. 

Mr. Naveuton. Would there be 100? 

Mr. Gootp. I could not assign a number to it without a review of 
15,000 forms. 

Mr. Naueuton. I would like to be in a position where I had such 
extensive holdings, it was difficult for me to even figure out what I 
had the previous week. 

Unfortunately, it is no problem for me. 

Mr. Gootp. It is not for me either but it is for some. 

Mr. Naucuron. Don’t you think the extra amount of effort to. 
determine what they had i week before would be justified to protect. 
the Department ? 

Mr. Gootp. No, Mr. Naughton, I do not. 

The fact is that it was not done and we feel we were justified in 
doing it the way we did it and I see no point in debating the matter, 
particularly since there is no evidence that any conflict-of-interest 
situation escaped detection because of this. 

Mr. Navueuton. You also felt you were justified in 1958 in not 
making inquiries. 

Mr. Gootp. I want to say this: We have made inquiries and made 
them continually. There have been inquiries into conflict situations 
every day since I have been in the Department. 

Mr. Naveuron. But you found only one? 

Mr. Gootp. We have found only one significant conflict, yes. 

Mr. Navueuron. Do you think there is any possible chance that some 
people disposed of conflicting interests they had ? 

Mr. Gootp. I do not know. 

Mr. Naveuron. Are you not concerned about that possibility ? 

Mr. Gootp. I do not feel we have any bad apples in the barrel that 
have escaped detection. 

Mr. Naveuton. You would have said that on January 1 when 
Mr. Corey was still there, wouldn’t you? 

Mr. Gootp. That is true, and if one comes up tomorrow, I will find 
we had one more, but at least we have tried. We have made an exten- 
sive effort going much beyond that in most other departments to rout 
out any bad apples, and with our procedures one may come up tomor- 
row. We do not know how many people, if any, lied when they 
submitted it. 
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Mr. Naveuton. You are going to all of this work, Mr. Goold—and 
I am sure you are a very hard working individual—but why do you 
not require these wealthy individuals with extensive holdings, to go 
back a week and tell what they had ? 

Mr. Gootp. We do not consider it necessary or advisable in the light 
of experience we have had. Mind you, we have had a lot of experi- 
ence in this field in the last year, sir, and in the light of all of this 
experience, we do not feel that there would be any advantage gained to 
the Government by going back. It would be a costly procedure and 
the advantage that would be gained would be insignificant, in our 
view. 

Mr. Naveuton. It might be somewhat embarrassing if you found 
some, too, would it not? 

Mr. Gootp. No; we have nothing to hide in the Department of 
Agriculture in this respect. We are very happy to say, whenever we 
have found a case, we have not concealed it. We have placed it in 
administrative channels immediately to see that proper action was 
taken. 

Mr. Naveuton. You say, “When we have found it,” but wasn’t the 
Corey action because someone else came in and told you about it? 

Mr. Gootp. No; it was not. 

As I testified, it was on the initiative of the Department that we 
went out and sought information but the information came from a 
source outside the Department; yes. It was our initiative in going out 
and seeking it that brought it to light. 

Mr. Navuecuton. What caused you to go out and seek the informa- 
tion? 

Mr. Gootp. It was part of our routine, normal activity in the De- 
partment of Agriculture to follow up on all matters that are of interest 
in this field. 

Mr. Naventon. Are you now making inquiries about high officials? 

Mr. Goorp. We are continually alert to this problem and we are 
taking what action we feel necessary to detect them. 

Mr. Naueuton. Of course, Mr. Corey testified before the Senate 
that he had never even been asked prior to January 1, I assume, 
whether he had any outside holdings? 

Mr. Gootp. We proved that that was not so. 

Mr. Smiru. Mr. Chairman ? 

Mr. Fountarn. Mr. Smith? 

Mr. Smiru. Do you havea written definition of conflict of interests? 

Mr. Gootp. Yes, sir; if I may refer to our regulations on this point. 
The regulations concern employee conduct, and I would be happy 
to make a copy available for the record 

Mr. Fountatn. Thank you. 

Mr. Smiru. Is there a number for this section ? 

Mr. Gooip. Section 2000, chapter 55, title 8. 

Mr. Founrarn. If there is no objection, that will also be made a 
part of the record at this point. Read such portions as you feel are 
pertinent. 
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(Sec. 2000 referred to follows :) 
TITLE 8—USDA ADMINISTRATIVE REGULATIONS 


CHAPTER 55—ConpucT OF EMPLOYEES 
SECTION 1—PERSONAL CONDUCT 


2000. Duty or EmpLoyeres.—lIt is the duty of employees of the Department 
to serve the public well and faithfully under the Constitution and laws of the 
United States, and to administer these laws and the work of the Department 
impartially, efficiently, and in accordance with Department policies. Employees 
shall not at any time conduct themselves in a manner that might cause em- 
barrassment to or criticism of the Department or interfere with the efficient 
performance of their duties. 

The Congress of the United States has established “a charter of conduct 
against which those in public service may measure their own actions and upon 
which they may be judged by those whom they serve.” The charter, entitled 
“Code of Ethics for Government Service” is reproduced as Exhibit 1 of this 
chapter. As agencies have had an opportunity to obtain posters stating the 
Code, and it appears on the inside back cover of the Employee Handbook, all 
employees should be familiar with it. 

2001. Conpuct oR ACTIVITIES SPECIFICALLY ProurBitep.—The following are 
some of the more common types of improper conduct or activities which are 
specifically prohibited : 

a. Accepting from any person, firm, or corporation any favor, gift, loan, 
unusual discount, service, entertainment, or other thing of value by em- 
ployees whose duties require the enforcement of laws or regulations, or 
those who are in a position to award or influence the award of business or 
to take or influence the taking of any other official action that might affect 
favorably or unfavorably any such person, firm, or corporation. 

b. Giving or using information acquired through their official pesitions 
to advance the interests of themselves, their families, associates, or friends 
over those of other persons. 

e. Engaging in any personal business transaction or private arrangement 
for profit which accrues from or is based on their official positions or au- 
thorities, or on official information. 

d. Discussing future employment outside the Government with a person 
or organization with which official business is pending. 

e. Becoming unduly involved through frequent luncheons, dinners, en- 
tertainment, or other social engagements with persons outside the Govern- 
ment with whom they have official relationships. This is not intended to 
prevent the exchange of usual social courtesies which are wholly free of any 
embarrassing or improper implications. 

f. Acting as agents or attorneys for prosecuting any claim against the 
Government, or aiding or assisting in the prosecution or support of such 
claim, except in the proper discharge of their official duties, or receiving 
any gratuity, share, or interest in such claim in consideration of assistance 
in the prosecution of suchclaim. (Seealso1 AR 441-444.) 

g. Disclosing official information prior to authorized publication or release, 
or making such information available to other than authorized individuals in 
performance of official duties. 

h. Voluntarily testifying at the request of a private party in any court 
action to which the United States is a party in interest. 

i. Willfully making false, misleading, or inaccurate statements in official 
documents or records, including travel vouchers, or concealing material facts 
therein. (Is the basis of removal action if the falsification is made with 
intent to gain personally.) Complete truthfulness and accuracy is required 
in the preparation of all official documents. 

j. Using official envelopes to avoid payment of postage on private mail. 

k. Removing, obliterating, or destroying official documents without au- 
thority. (Removal is mandatory by law, when the guilty person has custody 
of the documents. ) 

1. Using Government owned or leased motor vehicles for other than official 
purposes. (Law provides a minimum penalty of 1 month’s suspension if a 
passenger motor vehicle is involved.) 
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m. Operating a Government owned or leased vehicle, or private vehicle on 
official duty, while under the influence of intoxicants. 

n. Betting or participating in lotteries or any other form of gambling, even 
for a worthy cause, on Government premises. 

o. Consuming intoxicating beverages in Government owned or leased build- 
ings, or transporting such beverages in Government owned vehicles, or using 
such beverages while on duty, or off duty to the extent that it adversely 
affects performance of official duties, or results in embarrassment to the 
Department. 

p. Converting to their own use, or unlawfully taking or failing to deposit 
promptly in authorized depositories, Federal funds, or other moneys or 
property in their possession or custudy by virtue of their positions. 

q. Engaging in criminal, immoral or notoriously disgraceful conduct. 

r. Lending funds at usurious interest rates. 

s. Using Government owned or leased equipment, supplies or facilities 
for other than official purposes. 

t. Being absent from duty without authorization. 


SECTION 2-—OUTSIDE INTERESTS 


2010. OuTsIpDE WorK.—No employee of the Department shall perform or be 
engaged in any work on his own behalf or for private individuals, firms, com- 
panies, organizations, or institutions: 

a. If the outside work will prevent the employee from rendering full-time 
service to the Department. 

b. If the efficiency of the employee may be impaired by the performance of 
the outside duties; that is, where the outside duties are of such an onerous 
or fatiguing nature as to injure his health or to prevent him from doing his 
best work during official hours. 

e. If the work to be done in a private capacity may be construed by the 
public to be the official acts of the Department, except that employees of the 
Department may permit the use of their names and titles as bylines on arti- 
cles which they prepare for publication by farm magazines and other periodi- 
cals, provided that the articles have been prepared and approved in accord- 
ance with the provisions of other Department regulations. (See 3 AR 234, 
235.) (See also 3 AR 393 and 399 with respect to receiving compensation 
for writing articles, making speeches, etc.) 

d. If the business connections to be established or property interests to be 
acquired may result in a conflict between the private interest of the employee 
and his official duty or tend to bias his judginent. 

e. If the doing of such work may involve the use of information secured 
as the result of employment in the Department to the detriment of the 
public service. 

f. If such employment may tend to bring criticism on the Department or 
cause embarrassment. 

g. If the work relates to a written discussion of policies or official work of 
the Department except as authorized by these regualtions. (See 3 AR 235. 

h. If the work involves teaching, except as permitted by the provisions of 
section 5, this chapter. 

i. If the work involves participating in the establishment of any general 
farm organization; acting as organizer for any such general farm organiza- 
tion, or holding any other office therein ; acting as financial or business agent 
for any general farm organization ; or participating in any way in any mem- 
bership campaign or other activity designed to recruit members for any such 
organization. (This provision shall be construed in accordance with section 
4, this chapter.) 

j. If the work involves the acceptance by the employee of office in, or the 
granting of permission to use his name in the advertising matter of, organi- 
zations commercializing the results of research work conducted by the De- 
partment, irrespective of any merits which such enterprises may appear to 
possess. (See also 3 AR 281-287.) 

k. If the work involves participation in a commercially sponsored broad- 
cast except as authorized by the Director of Information. 

2011. INTERESTED Persons Not To TRANSACT GOVERNMENT BUSINESS.—a. Gen- 
eral. No officer, employee, or agent of the United States shall transact business 
of the Government with any corporation, joint-stock company, association, firm or 
partnership or other business entity if he is an officer, agent, or member of, or is 
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directly or indirectly interested in the pecuniary profits or contracts of such 
corporation, joint-stock company, association, firm, partnership or other business 
entity. This is a statutory provision, violation of which is punishable by a fine of 
not more than $2,000, or imprisonment for not more than 2 years, or both. * * * 

b. Disclosure and Disqualification. In any case in which an officer, employee, 
or agent has such an interest he shall immediately disqualify himself in writing, 
from acting, and inform the head of his agency of the reasons for his disqualifica- 
tion. He shall take no action in any such matter unless authorized to do so. 
The head of the agency shall forward a report of the facts and circumstances to 
the Office of the General Counsel for a ruling as to whether there is a conflict of 
interests. A copy of the report shall be forwarded to the Director of Personnel. 

2012. INTERESTED Persons Not To BE ASSIGNED TO REGULATORY OR INVESTIGA- 
TIONAL WorK.—No employee of the Department shall be assigned to investigate 
or to conduct any regulatory work directly affecting any corporation, company, 
firm, association, or organization in which he has a financial or other inter- 
— = * 

2013. EMPLOYMENT WITH ForREIGN AGENCIES OR INDIVIDUALS IN COMPETITION 
WITH AMERICAN INDUSTRY.—Executive Order No. 5221 of November 11, 1929, is 
as follows: 

“It is hereby ordered that no officer or employee in the executive branch of 
the United States Government, regardless of whether he is on annual leave or 
leave without pay, shall be employed with or without remuneration by any for- 
eign government, corporation, partnership, or individual that is in competition 
with American industry.” 

In view of the necessity of individual interpretation of this order with respect 
to cases within its scope arising in the Department, it is directed that no employee 
of the Department, whether in a duty status, on annual leave, or on leave without 
pay, shall accept employment with or without remuneration from any foreign 
government, corporation, partnership, or individual without the prior authoriza- 
tion of the Secretary. 

2014. COMPENSATION TO EMPLOYEES IN MATTERS AFFECTING THE GOVERNMENT.— 
No employee of the Department shall directly or indirectly, receive or agree to 
receive, any compensation for any services rendered or to be rendered, either by 
himself or another, in relation to any proceeding, contract, claim, controversy, 
charge, accusation, arrest, or other matter in which the United States is a party, 
or directly or indirectly interested, before any department, agency, or officer 
of the Government. This is a statutory provision, violation of which is punish- 
able by a fine of not more than $10,000, or imprisonment for not more than two 
years, or both. The statute further provides that whoever may violate it shall 
be incapable of holding any office of honor, trust, or profit, under the United 
States. * * * 


Exurisit 1—8 AR 2000 
CopE oF ETHICS FOR GOVERNMENT SERVICE 


(This code of ethics was agreed to by the 85th Congress) 
Any person in Government service should— 


1. Put loyalty to the highest moral principles and to country above loyalty 
to persons, party, or Government department. 

. Uphold the Constitution, laws, and legal regulations of the United 
States and of all governments therein and never be a party to their 
evasion. 

. Give a full day’s labor for a full day’s pay; giving to the performance 
of his duties his earnest effort and best thought. 

. Seek to find and employ more efficient and economical ways of getting 
tasks accomplished. 

. Never discriminate unfairly by the dispensing of special favors or 
privileges to anyone, whether for remuneration or not; and never 
accept, for himself or his family, favors or benefits under circumstances 
which might be construed by reasonable persons as influencing the 
performance of his governmental duties. 

. Make no private promises of any kind binding upon the duties of office, 
since a Government employee has no private word which can be binding 
on public duty. 
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. Engage in no business with the Government, either directly or indirectly, 
which is inconsistent with the conscientious performance of his 
governmental duties. 

8. Never use any information coming to him confidentially in the performance 
of governmental duties as a means for making private profit. 
9. Expose corruption wherever discovered. 
10. Uphold these principles, ever conscieus that public office is a public trust. 


Mr. Gootp (reading) : 


It is the duty of employees of the Department to serve the public well and 
faithfully under the Constitution and the laws of the United States and to 
administer these laws and the work of the Department impartially, efficiently, 
and in accordance with the Department’s policies. Employees shall not at any 
time conduct themselves in a manner that might cause embarrassment or criti- 
cism of the Department or interfere with the efficient performance of their 
duties. 

Paragraph 2001. Conduct or activities specifically prohibited. The following 
are the more common types of improper conduct or activities which are specifi- 
cally prohibited. 

Subparagraph (a). Accepting from any firm, person, or corporation any favor, 
gift, loan, unusual discount, service, entertainment, or other thing of value by 
employees whose duties requires enforcement of laws or regulations or those in 
a position to award or influence the award of business, or to take or influence 
the taking, of any other official action that migh affect favorably or unfavor- 
ably any such person, firm, or corporation. 

(b) The giving or using of information acquired through official positions to 
advance the interests of themselves, their families, associates, or friends over 
those of other persons. 

(c) Engaging in any personal business transaction or private arrangement 
for profit which accrues from, or is based on, their official positions or authority 
or on official information. 

(d) Discussing future employment outside the Government with a person or 
organization with which official business is pending. 

(e) Becoming unduly involved through frequent luncheons, dinners, enter- 
tainment, or other social engagements with persons outside Government with 
whom they have official relationships. This is not intended to prevent the ex- 
change of usual social courtesies which are wholly free of any embarrassing or 
improper implications. 

(f) Acting as attorneys or prosecuting any claim against the Government or 
aiding or assisting in the prosecution or support of such claim except in the 
proper discharge of their official duties or receiving any gratuity, share, or 
interest, in such claim in consideration of assistance in the prosecution of such 
claim. 

(g) Disclosing official information prior to the authorized publication or 
release, or making such information available to other than authorized in- 
dividuals. 


Then I would like to read from paragraph 2011: 


* * * Interested persons are not to transact Government business. No officer, 
employee, or agent of the United States shall transact the business of Govern- 
ment with any corporation, joint stock company, association, firm, or partnership, 
or other business entity, if he is an officer, agent, or member of, or is directly 
or indirectly interested in the pecuniary profits or contracts of such corporation, 
joint stock company, association, firm, partnership, or other business entity. 

This is a statutory provisions which is punishable by a fine of not more than 
$2,000 or imprisonment of not more than 2 years, or both. 

Mr. Sairu. In the case of Mr. Corey, what were his duties that 
brought him within the purview of these regulations? 

Mr. Gootp. His duties were to manage the affairs of the Com- 
modity office in Portland, Oreg. That meant the supervision of all 
aspects of that office, including the award of contracts, sale of Gov- 
ernment commodities, storage of Government commodities, et cetera. 

Mr. Situ. What other individuals down the ladder would be in 
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a position to influence the taking of any official action that might af- 
fect a firm that they owned an interest in ¢ 

Mr. Gootp. Do you mean within the Portland office, sir? 

Mr. Smrirx. I mean within the structure you had; the Portland 
office and the next office below that. Is that the State office? 

Mr. Gootp. The State office is not permitted to operate in this same 
manner. That is all done at the Commodity office level. 

Mr. Smrru. But they are in position to influence the taking of addi- 
tional action, aren’t they? In other words, they are asked to render 
information concerning need, et cetera, for that area? 

Mr. Gootp. If it is within the administration of farm programs as 
they relate to farmers, they may. 

Mr. Satrra. What about storage needs? 

Mr. Goorp. In storage; no, sir. They are not in position to in- 
fluence the award of storage. That is all handled through Com- 
modity offices. 

Mr. Smirn. Aren’t they asked any questions concerning need for 
that State? 

Mr. Gootp. They may be asked questions concerning needs, but as 
it relates to a specific firm they are not permitted to take any action 
in that regard. They would give general advice and general advice 
only. 

Mr. Sarrn. But the general advice would result, in a particular 
area, in storage being made available or grain being shipped out or 
grain being shipped in, would it not ? 

Mr. Goorp. That is true, but it would affect all the tradesmen 
equally in the area. 

Mr. Smiri. I don’t understand this yet. You probably know what 
IT am thinking of. In the case of the Nebraska State chairman, you 
evidently concluded that it was not a conflict of interest when he owned 
grain storage ? 

Mr. Goorp. Yes, sir; and may I state further that that case was 
investigated by another subcommittee of the House of Representatives 
Their mission was to go out to find whether our State chairman in 
that State was able to influence the award of business unjustly or 
whether he had doneso. We don’t have a complete report, but 1 want 
to state that as a result of their investigation, no information has been 
brought to the attention of the Department that Mr. Ochsner was able 
to influence the award of business in that area, nor that he had done so. 

Mr. Smiru. He was in a position to render information concerning 
storage in a particular area and if he was the one who had the major 
grain storage available within an area certainly it would influence 
the taking of action concerning his firm, would it not ? 

Mr. Gootp. He gave advice, no doubt, as he was requested and if I 
am wrong on this ‘I would like Mr. Manwaring, who is in charge of 
this program, to correct me. I assume if I were the Commodity ‘office 
manager in Kansas City I would certainly seek the advice of the State 
committee and I assume that his advice was sought i in this capacity. 
Undoubtedly it influenced the storage of grain in the State of Ne- 
braska, but as far as I know—and it has been investigated by my 
office and by a committee of the Congress who had on loan to it 
special agents from the FBI—no evidence has come to light through 
either investigation to indicate that he had unjustly influenced or 
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improperly influenced the handling of grains in the State of Nebraska. 

Mr. Smiru. All right. To determine whether or not there was 
this kind of influence did you look at the facts and figures concern- 
ing movement of grain within the area where his storage is located ? 

Mr. Goon. Yes, sir. 

Mr. Smirxn. And you discovered, did you not, that he had a lot of 
storage in comparison to other storage available in the area and that 
Government bins were being emptied at the same time he was being 
filled up, et cetera ? 

Mr. Gootp. And it was being done, too, we find, to prepare for a 
harvest that was coming on. 

Mr. Somiru. At the end of the harvest you had lots of empty Gov- 
ernment bins but his were full. 

Mr. Goon. I am not aware of that being a fact. However, it may 
be—and, Mr. Manwaring, would you care to comment ? 

Mr. Fountrarn. Mr. Manwaring, will you raise your right hand? 
Do you solemnly swear that the evidence you will give in the course 
of this hearing will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Manwarine. I do. 


TESTIMONY OF H. L. MANWARING, DEPUTY ADMINISTRATOR, PRO- 
DUCTION ADJUSTMENT, COMMODITY STABILIZATION SERVICE 


Mr. Fountarn. Go right ahead, sir. 
Mr. Manwartine. In coordination with this office, ordinarily the 
Commodity office director will hold a meeting or series of meetings 


with all of the State chairmen or State committeemen in his area to 
ascertain what the crop will likely be and what the need for storage 
will be and then a determination is made as to whether the total 
capacity of the bins and commercial storage, is adequate to take over 
the grain in the fall of the year, whenever the takeover comes. 

Now if it is found that the space is inadequate, it is probable that we 
will have grain moving out of our bins into commercial storage or 
into program outlets in order to make space available for the coming 
takeover. This could mean that Mr. Ochsner or anybody else’s com- 
mercial space would be full while some of our bins would be empty. 

The Commodity office director has full authority to place this com- 
modity where he wants it. Now, Mr. Ochsner or anyone else in the 
grain storage business has two sources of supply : One is the individual 
farmer, if he is equipped to take it in from the individual farmer, 
who wishes to store it under loan. He stores it with the elevator and 
receives a warehouse receipt and then gets his loan ordinarily on grain 
from the county office. The other source is the Commodity Credit 
Corporation stocks owned by the Corporation and stored in this 
warehouse until some other disposition can be made of it. 

Mr. Smrru. In other words, you are saying that although he could 
have taken some action that would influence this firm your conclusion 
is he did not ? ; 

_ Mr. Manwarrna. I don’t think he could have taken any action to 
influence the storage of grain with his firm in connection with his 
duties as a member of the State committee. 
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Mr. Smirn. Under your interpretation of the regulations a State 
chairman is completely free to own all the storage he wants to? 

Mr. Manwaring. I didn’t say that either. 

Mr. Gootp. I will respond to that question. No, the State chair- 
man is not free to do, as you state, and I would like to refer here just 
a moment to some notes that I prepared on this matter, if I may. 

Mr. Smrru. Yes, sir. 

Mr. Gootp. We have given considerable attention to this matter 
of ASC committeemen holding interests in storage facilities. Let us 
consider first the position of the State committeeman. He is a part- 
time Government employee. There is a definite limitation on the 
number of days he can work each year. He has vast responsibilities 
for farm programs as they affect the farmer himself. Therefore, it 
is essential that we get well-qualified men to serve as members of our 
State committees. 

We cannot expect to get a chairman or a State committeeman who 
is of topnotch caliber, who does not have some outside interests, 
whether they be farming soybeans or whether they be farming for 
livestock production, milk production, or whatever. They will have 
some outside activities in the farm area. It is specified by law that 
they be taken from the farming community. 

We have given a lot of thought as to whether we should limit their 
ownership of grain storage facilities, specifically grain storage facili- 
ties, and it has been our conclusion that we should not have such an 
ironclad rule. 

It has been our feeling that a State committeeman, while he is in 
a position to give advice, could not influence the award of business 
to any firm in which he holds an interest. Therefore, we have said 
that there should not be such a specific prohibition. Where are we 
going to draw the line? Are we going to draw the line against a 
dairy farmer who has an interest in a co-op, where we have a milk 
marketing order in that area? Are we going to draw the line against 
a peanut farmer or cotton farmer who may own a part of a storage 
facility? Where are we going to stop? 

We have felt this way: That inasmuch as an individual, a State 
committeeman, cannot influence the award of business directly and 
could not gain an undue and unjust profit without collusion of others 
in a dishonest way, we should not have such an ironclad rule. If we 
did, we would immediately lose the services of some very well quali- 
fied people. 

The Department, however, prefers that State committeemen be free 
of any such holdings and, if they do have them, that the man in ques- 
tion be investigated and it be determined that he is a man of honor 
and integrity. Certainly that is the only way we are going to prevent 
conflicts, through choosing men who are above conflicts. 

Mr. Smiru. You indicate he is not free to have an unlimited hold- 
ing of grain storage but obviously he can have as much as Mr. 
Ochsner had. 

Mr. Goorp. That is right, but we would not define a stopping point. 
Each case would have to be considered individually. 

Mr. Smirn. Each time you get a State chairman do you determine 
how many bushels of capacity he has? 
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Mr. Gooxp. I want to say that there are very, very few State com- 
mitteemen or State chairmen who have any interest in grain storage 
facilities. 

Mr. Smiru. This indicates it is not hard to get State chairmen 
who do not have interests in grain storage, does it not ? 

Mr. Gootp. In some areas it is harder than others. The only thing 
we don’t want to do is to put up an ironclad rule that would prevent 
us from having the services of someone who may be otherwise very well 
qualified. 

Mr. Smaru. Have you ever turned anyone down because they had 
more than you thought they should have in grain storage? 

Mr. Gootp. Mr. Manwaring is responsible for the appointment of 
these people. 

Mr. Manwarina. No, sir; not that we know of at this time. I 
think we might explore this matter of influence a little bit and the 
power that the State chairmen and State committeemen might have 
to influence the Commodity office directly. 

The State chairman does not work under the direction of the Com- 
modity office director. The Commodity office director does not 
work under him. ‘They are in separate branches of the Commodity 
Stabilization Service. There is no opportunity for the State chair- 
man to say to the Commodity office director, “Well, now, you must fill 
my house first.” Surely he could talk with him as any other indi- 
vidual could talk with him. They could discuss it, but it would have 
to be collusion in order to result in any improper influence. There 
is no opportunity for him to force it or influence it more than another 
who owns a warehouse. 

Mr. Smiru. But certain decisions flow from the mere fact that you 
submit certain information, which comes from the State chairman 
concerning the need for additional storage at a particular time in 
that area, et cetera. Is that true? 

Mr. Manwarine. Again, this is the storage of Commodity Credit 
Corporation-owned grain. It can be stored there or it can be stored 
elsewhere, depending on where the space is available. It does not 
have to stay in that area where it was produced. 

Mr. Smirn. If you are following your regulations, naturally you 
have to do things as efficiently as possible. If he reports that within 
a particular area in his State, in which he has the grain storage avail- 
able, that there is going to be a movement of grain into that area from 
the farms and that you will not have enough storage there, just as a 
natural result in operating efficiently you would move grain out of 
that area, would you not? 

Mr. Manwarine. You would not move it out of line, whether you 
stored it there or stored it elsewhere. You would store it in his fa- 
cility or somebody else’s in the area because you would have the need 
for that space. 

Mr. Smiru. In view of the fact he is the one who has storage avail- 
able in that area, he naturally will benefit. 

Mr. Manwartna. Keep in mind that the chairman doesn’t make 
that complete decision, even in the State office. He is chairman of 
a committee and he has very competent employeees who watch the 
storage situation—and this is true in Nebraska—employeees who know 
the grain business inside and out with respect to this matter and 
who have to be consulted, too. 
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Mr. Smirn. Anyway, your testimony is that you do not consider 
this a conflict of interest, where the State ASC chairman owns grain 
storage as in the case of Mr. Ochsner ? 

Mr. Goorp. Not in and of itself, no. 

Mr. Smrrn. That is all. 

Mr. Naventon. Mr. Manwaring, do State chairmen make recom- 
mendations about the necessity for additional bin space in particular 
areas ? 

Mr. Manwarine. Ordinarily this is done, Mr. Naughton, by getting 
together first with the trade to ascertain what the trade will have 
available, then getting together with representatives of all State 
offices. Sometimes this is done by area, sometimes it is done by each 
State, sometimes it is done nationally. The purpose of the meetings 
with the State officers is to determine how much take-over there will 
be. The State officers will recommend to Washington what they feel 
will be needed in the way of additional storage over and above that 
available in commercial storage or in bins presently erected to take 
care of the take-over. 

Mr. Naventon. Do State chairmen have advance information about 
the storage situation that would not normally be available to any 
ordinary country warehouseman ? 

Mr. Manwarrine. Mr. Naughton, I don’t think they would have, 
because what I just described to you is done with the warehousemen, 
with the State committeemen, a complete exploration of the situation 
in the area, and I don’t think he would know any more than another 
country warehouseman would know about the storage situation. We 
publish the volume of loan activity. The warehousemen know what 
that is, they know what the space is, they know what our bin space 
is and what the commercial space is. I think it would be just as 
reasonable to believe that any country warehouseman would know as 
much as the State committeeman because it is public business. 

Mr. Naveutron. Would any country warehouseman have as much 
knowledge as the State chairman about the plans of the CCC ? 

Mr. Manwarrne. I think he would, because the plans of the CCC 
are not discussed with them. Their recommendations are taken; the 
CCC board makes its decision on the basis of all the facts. It is not 
transmitted back to them before it is made available to the public. 
As a matter of fact, their big complaint is that everybody knows 
about the business that is going on before they do. They say, “You 
put out information in Washington as to what you are going to do. 
Then after awhile you get us an instruction but in the meantime 
everybody has come and wanted to know what is going on out here.” 
This is a general complaint. 

Mr. Navueuton. In other words, the grain trade knows about the 
plans of the CCC before your own State committees ¢ 

Mr. Manwarinea. Frequently the State committee finds out from 
the grain trade. In fact, most often they do. 

Mr. Navuecuton. Now, I can understand that you have numerous 
farmers who might belong to a co-op and going up the line from there 
you might even have somebody on the board of directors of a co-op 
that you might not want to lose because he is a valuable man. But 
in picking a State chairman is it not the point to get a farmer and 
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not someone who is in the storage business who might have just a 
slight knowledge of farming? 

Mr. Manwarine. That is true. Even that has had to be a transi- 
tion from a previous policy. There was a time when the State com- 
mitteeman was required not only to have a knowledge of farming but 
to have a knowledge of the marketing and distribution of commodities. 
This was when they were under PMA and this was a requirement. 
It has taken a little period of time to get over into this other limitation 
that the committeeman will know farming and know it well. We 
have tried to hold to that. 

We require, as Mr. Goold has indicated, that the man be well versed 
in farming and farming problems; that he be well versed in the im- 
pact of programs upon agriculture and what they mean and how farm- 
ers must conduct themselves in connection with these programs, but 
at times we have found that they do have interests in cooperative ware- 
houses. In this case, he had interest in a warehouse of his own. 

Mr. Fountain. Is your State chairman on a part-time basis also? 

Mr. Manwaring. Yes, he is. They are paid when actually em- 

loyed. 
: Mr. Founra1n. Do you have any way of determining how long the 
average State chairman works each year ? 

Mr. Manwarinec. Yes. We have a very definite record of that, Con- 
gressman, and can supply it if you would like to have it. 

Mr. Founrtarn. I would appreciate it, if you will. 

(The information referred to is as follows :) 


The State chairmen work an average of 86 days per year. 


Mr. Manwarine. It would run out, I think, to about 150 days. They 
have a full staff. They need to meet only on the policy determination 
with respect to agricultural conservation programs, conservation re- 
serve programs, and things of that kind. 

Mr. Founratrn. Is he paid by the day ? 

Mr. Manwartne. Yes, sir. 

Mr. Founta1n. What is his compensation ? 

Mr. Manwartne. It is a grade 14 level. It will come out to about 
$47.04 based on the new pay scale. 

Mr. Naueuton. I take it, Mr. Manwaring, from your testimony that 
the Department sees nothing particularly inappropriate or incongru- 
ous about getting a warehouseman to run the farm program. 

Shifting from that subject, unless you care to answer, if you dis- 
agree—I find nothing in the testimony so far that indicates anything 
else. 

Mr. Manwarine. Are you still referring to Mr. Ochsner ? 

Mr. Navenron. I am not talking about Mr. Ochsner alone. The 
policy of the Department, as I understand it, still does not prohibit 
hirig a warehouseman as a State chairman. 

Mr. Manwarine. Well, put it this way: We are looking for a 
farmer and in all cases they are farmers. Every State committeeman 
is a farmer first. He may have an interest in a warehouse and as 
Ochsner did. 

Mr. Naveuton. He was the proprietor, was he not? 

Mr. MAnwarine. Yes. 

Mr. Naveuton. He had a 100-percent interest ? 
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Mr. Manwartne. He had it before he went in, in a small way. He 
expanded it after he went in. Everybody had this information. There 
was expansion in the warehouse business all over this country and a 
tremendous expansion. 

Mr. Smiru. But. his expansion was far in excess of the average ex- 
pansion of the rest, was it not ? 

Mr. Manwaring. I don’t know the answer to that. 

Mr. Sarru. In 1 year, for example, it was more than doubled. 

Mr. Gooip. Of course he started with a 10,000-bushel base, which is 
a small base. 

Mr. Smiru. I am not talking about the first year. I am talking 
about when he jumped from 100,000 to over 200,000 in 1 year. 

Mr. Founrarn. I am not familiar with all the facts in this case, 
though I know generally about it. 

Did he have any other occupation or was this his prime business ? 

Mr. Manwartne. His prime business, as far as were concerned, was 
farming, when he came on the committee. He did expand his ware- 
housing business, as has been testified here, after he was on the com- 
mittee. During the time he was on the committee he did expand his 
warehousing business, but he was a farmer and had extensive agricul- 
tural holdings and operations as a producer of Hereford cattle and 
other commodities. 

Mr. Navucuron. He also obtained three small business loans to ex- 
pand his warehouse facilities, did he not ? 

Mr. Manwaring. I think that is right. 

Mr. Goorp. In fairness to Mr. Ochsner, if I may state, Mr. Chair- 
man, his case has been investigated by competent investigative authori- 
ties outside my own office as well as within my own office, and no wrong- 
doing on his part has come to light. 

Mr. Founrarn. I do not think the questions are intended to show 
that. any wrongdoing took place, but I think he is being used as an 
example for the purpose of discussing your policy with respect to pos- 
sible conflict of interest of the State chairman or within his preroga- 
tives. 

Mr. Naveuton. Mr. Manwaring, it has been pretty well established 
at numerous hearings that it costs nearly twice as much for the tax- 
payers to store grain in commercial elevators as it does to store grain 
in existing Government bins. As a matter of fact, once you have got 
the bins it probably costs you three times as much to store it in com- 
mercial warehouses. 

Do you think it proper for a Government employee, whether 
through his own influence or through normal operations, to expand 
his own warehouse operations at a time when there is sufficient Gov- 
ernment bin space to store all of the grain he is taking in his ware- 
house ? 

Mr. Manwartne. Well, now, Mr. Naughton, this is a hypothetical 
question, and if you are talking about the hypothetical situation, if 
you are asking me to answer your question on the basis of a 
hypothesis 

Mr. Navueuton. Yes. 

Mr. Manwartne (continuing). I would say it would be foolish for 
him to expand if we had plenty of bin space in which to store these 
commodities, if he knew that to be the case. We were not filling 
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his space and leaving the bin sites empty if we had a complete need. 
In other words, we were not building bins at the same time we were 
keeping his full. 

There is a concept that has been repeated I think a number of times 
that these bins were built to take care of an emergency. We came 
to a time when we did not have commercial storage suflicient to put 
these commodities under cover. There wasn’t opportunity to build 
commercial storage fast enough and so we built the bins to put the 
grain in. We expected that if commercial storage ever became suf- 
ficiently large to take care of the situation that there might be some 
bins empty and those bins would have to be disposed of. It was not 
anticipated that the Government would be in the grain storage business 
indefinitely. This was the flexibility in the system, to take care of 
the situation that existed at that time. 

Mr. Naveuton. You don’t think that a Government employee owes 
a duty to conduct himself, both his business activities and his official 
activities, in such a manner that he doesn’t run up the cost to the 
taxpayers ? 

Mr. Manwarrne. Yes, I think he does to the extent that he can, 
but I think again he operates as a normal human being and if he has 
the basis for storage activity, as his neighbor does who is not State 
committeeman, if warehousemen generally are going to expand he 
is likely to expand if he sees the opportunity. 

Mr. Naueuron. Doesn’t he owe an obligation to the taxpayers, 
who are paying him $47 a day, that is not owed by his neighbors? 

Mr. Manwartine. Yes, I think he does owe a duty that is not owed 
by his neighbors. 

Mr. Navueuron. Since there was empty bin space at Madison 
County, Nebr., which was caused by the fact that Mr. Ochsner ex- 
panded his own space, resulting in Government grain being stored in 
his bins instead of Government bins, to that extent he ran up the cost 
tothe Government, didn’t he? 

Mr. Manwarinea. Yes, I think that is true. I think that is true of 
any other commercial storage facility that is built in an area where 
we have grain bins and where the bins would be left empty. 

Mr. Naveuton. Isn’t it also true that 50,000 bushels of Mr. Ochs- 
ner’s storage space was just a bin on his own farm that was 4 miles 
from the elevator? 

Mr. Manwartinea. I would have to get someone to answer that. I 
don’t know the answer. 

Mr. Naveuron. Is that true? 

Mr. Goorp. I don’t know specifically as the one to which you refer, 
I do know that he had binsite space on his farm. I do know, too, that 
this binsite space was disapproved for storage and not allowed for 
storage for more than a year and a half from February 1957 to 
August 1958. 

Mr. Naveuron. But then it was reapproved, was it not? 

Mr. Gootp. It was reapproved in August of 1958. 

Mr. Nauauron. In other words, this was a questionable case which 
for awhile he couldn’t get approved but it was finally approved in 
his favor? 

Mr. Gootp. No, not a questionable case. A need for the storage 
space came back. 

64140—61—pt. 4——11 
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Mr. Naveuton. Let me stop you a minute. Are you sure there 
was a need for this storage space of Mr. Ochsner’s? How many 
bushels of empty Government bin space did we have in Madison 
County at the time this was reapproved ? 

Mr. Gooxp. I don’t know. 

Mr. Naveuton. I suggest you look it up. We had about 700,000 
bushels of empty Government bin space in Madison County at that 
time. At all times during 1957 there were 575,000 bushels of empty 
space in Madison County. 

Mr. Gooup. As was stated, it was not contemplated that the Gov- 
ernment would forever engage in grain storage business. 

Mr. Naueuton. Was it contemplated that Government employees 
would get loans from the Government to build their own bins and 
have grain which might more economically be stored in Government 
bins put into their space? Your policy apparently contemplates that. 

Mr. Manwarrne. It does not contemplate that. Let us go back 
on the approval of a warehouse. A warehouse is approved for storage 
under uniform grain storage agreement. That warehouse may be 
used by an individual farmer to store his own grain under loan. 

Mr. Smiru. Who does the approval ? 

Mr. Manwartnea. The approval is done by the Commodity office 
in Chicago or elsewhere. 

Mr. Smiru. By the State? 

Mr. Manwarrna. It is not done by the State. 

Mr. Smiru. On information sent by the State? 

Mr. Manwarine. No, not on information sent by the State. By 
the Commodity Offices own investigations. It has nothing to do with 
the State. They will approve any warehouse that is capable of pro- 
viding good, sound, safe storage. It doesn’t matter whether it is 
over and above needs. This hasn’t any relation to the needs. It is 
approved because it is a safe storage. A farmer then can go take 
his grain there or the CCC can store its grain there, if they find 
a necessity to do so. 

Mr. Sairn. If it has nothing to do with needs, how could this bin 
: Mr. Ochsner have been approved and disapproved, if it is the same 

in? 

Mr. Manwartne. I don’t know the basis on which there was ap- 
proval or disapproval. It may well have been he improved the bin 
subsequent to the time it was disapproved. 

Mr. Founrarn. Mr. Goold, will you tell us why it was disapproved 
in the first instance for the particular period of time you refer to? 

Mr. Gootp, Just a second. I might be able to find that. 

Mr. Smiru. I thought you said it was because they didn’t need 
space. 

Mr. Gootp. I wonder if Mr. Palmby would know the answer to that 
question ? 

Mr. Patsy. I can answer that question, Mr. Chairman. 

Mr. Fountatn. Will you identify yourself for the record, and raise 
your right hand, please, sir? 

Do you solemnly swear the evidence you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Patsy. I do. 
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TESTIMONY OF CLARENCE D. PALMBY, ASSOCIATE ADMINISTRA- 
TOR, COMMODITY STABILIZATION SERVICE 


Mr. Fountain. Thank you. Have a seat. ; 3 

Mr. Paumsy. My name is Clarence Palmby, Associate Administra- 
tor, Commodity Stabilization Service. ; 4 

The answer to this question of why this unit was not disapproved 
at one time and later was, that it was an overall policy of the Kansas 
City Commodity Office to not approve storage that was a distance 
from the headhouse, or a distance from rails. This was done at an 
earlier date because it appeared that we had an ample or even surplus 
space. Later policy was changed, and the changed policy is still in 
effect, to approve such storage facilities, assuming they meet the other 

uirements of good storage. 

et me give you an illustration. It could easily have been, Con- 
gressman, that this space was not needed in this county to handle the 
storage problem in that county, but it is impossible to have one policy 
in effect in an area of a State or Commodity Office area and not have 
it in effect all over. We have found this out the hard way and many 
individual Congressmen have contacted us when we have had one 
policy in effect in this county or State and not have it in effect na- 
tionally. The reason it was again approved was there was no reason 
not to approve it, whereas earlier there was. 

Mr. Smiru. And the earlier reason for disapproval was what? 

Mr. Patmesy. We attempted to put a policy in effect nationally to 
disapprove storage units considerable distances from the headhouse 
or from the operating unit and also away from the rails. 

Mr. Smiru. In other words, this change in approval and disap- 
proval resulted from a change in policy ? 

Mr. Patmsy. That is right. 

Now, I just feel that something else has to be said on this case. It 
is very easy to come to a given county and to say that at the end of 
takeover there is 750,000 bushels of empty bin space. However, as 
outlmed by Mr. Manwaring the bins have always been looked upon 
as I told this committee before as emergency space. There isn’t a 
county committee or a commodity office director that can complete a 
takeover and look at a county and say everything is full. 

It won’t be that way this fall. Generally, we have a high occu- 
pancy of commercial space but we don’t have 100 percent fill of this 
bin space. I never expect to see it 100 percent full. 

I would have to say one thing more: That in making estimates 
this fall, it is easy for a State committeeman using his very best judg- 
ment to err on what the takeover will be. 

I personally, when I was on the State committee have missed a mil- 
lion bushels in a county. Isat before this committee and I know that 
I listened to many good learned students in the room who missed take- 
over estimates by many million bushels. I say it is impossible to not 
have empty bin space in a county after a takeover. 

Mr. Smirn. You were State chairman in Minnesota? 

Mr. Patmsy. That is right. 

Mr. Smirn. Did you not of necessity accept the estimates of your 
county chairmen as to the takeover needs in the county ? 

Mr. Patmsy. We relied on the county committees. 
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Mr. Smiru. And even though sometimes in your own mind you 
would feel their estimate was wrong? 

Mr. Patmpy. Yes, and we would counsel with them. 

Mr. Soiru. Isn’t it also true that the regional man would take the 
estimate of the State chairman, even through he might think that it 
didn’t look quite right to him ? 

Mr. Patmpy. He would take the estimates of the State committee 
which is arrived at from the estimates of the county committees and 
then in counsel with the program chairman and the State administra- 
tive officer and also in consultation with the grain men in a State. 

There are good men in the grain industry. They are very well in- 
formed. They must be. They are in business. They are always 
looked upon as a source of information in a State or county. 

Mr. Smiru. So loading out orders by the regional office actually 
does result from information with which the State chairman has 
quite a lot to do? 

Mr. Patmpy. One among many, absolutely. If he is any good as 
a State chairman, and Mr. Oschner was, his advice was sound, we 
thought it was, we are sure it was. 

Mr. Smirn. Would whether or not a State chairman has a conflict 
of interest come within your purview or does it come within Mr. 
Goold’s? Who makes the determination as to whether or not a State 
chairman has a conflict of interest when he has a couple of hundred 
thousand bushels of grain storage? 

Mr. Patmpy. I think we outlined generally the policy of the Com- 
modity Stabilization Service, of which I am Associate Administra- 
tor. After we recommend that the Secretary appoint a man Mr. 
Goold comes in to play. 

Mr. Smiru. Who in the Department is the one that actually de- 
termines at what level a man becomes in conflict of interest? 

Mr. Gootp. I imagine that my office would be the one that would 
be looked to for advice in that manner. 

I want to say this first and foremost: The State committeeman in 
and of himself by virtue of his position cannot influence the award 
of business. 

. Mr Smiru. You mean he has to have the other two go along with 
him ? 

Mr. Gootp. He has got to have—no, I don’t mean that at all. What 
I mean is this: The State committee will submit their recommenda- 
tions as a committee, of course, to the commodity office, but the com- 
modity office is responsible for the placement of the Government 
storage. 

Mr. Smiru. But you don’t expect the commodity office regional di- 
rector to do something, to go behind every figure that is submitted to 
the State chairman ? 

Mr. Gooxp. I expect the regional chairman, or the commodity of- 
fice manager as we call him, to very definitely have sound informa- 
tion on which to rely and if the figures look off to him I expect him 
to check the figures. 

Mr. Smirx. You don’t expect him to go behind every figure sub- 
mitted to him by a State chairman ? 

Mr. Gootn. If it were so, we would have no need for having other 
people employed. However, these men are close enough to the trade, 
they are close enough to the situations; they have all of the informa- 
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tion coming to them that if there were anything very far off base 
Iam sure they would be able to detect it enough to have a further check 
made. 

Mr. Sirsa. When you are dealing with volumes like you have in 
whens in Nebraska you can’t detect a few million bushels at a regional 
level ? 

Mr. Gootp. As Mr. Palmby says, you may be off quite a little but 
you may be off either way. You may be long, you may be short. 

" Mr. Smiru. So if the man had grain storage and he was a State 
chairman, it would be to his advantage or interest, natural interest, to 
estimate high all the time on the need for loading out in that area? 

Mr. Gootp. Hypothetically, yes. 

Mr. Manwarinea. This won’t assure his getting the business if he did 
estimate high. It could be moved somewhere else in line completely 
away from there. This is no assurance that he is going to get it, 
again, while he is chairman of the committee, his employees are go- 
ing to tell him what information is available because he has no knowl- 
edge of his own directly without getting it from the people in the 
State office. 

Mr. Smiru. I got off on a tangent. This probably isn’t in line 
with what you started. 

Mr. Fountarn. No; not quite. 

Mr. Naughton ? 

Mr. Navcuton. There have been a number of rather large-scale 
movements of grain to the Pacific coast. A decision apparently was 
made at the time the shipments were planned that no new bin space 
would be acquired to take care of the grain that was being produced 
at the local area; either that or the State officials or whoever was 
familiar with it, and I presume that would be the State committee, 
made estimates that there was not sufficient space available to store 
the coming takeover. Consequently, a great deal of expense was 
incurred in shipping grain substantial distances to put in private 
facilities. 

Now, obviously, commercial warehousemen have fairly consistently 
been opposed to acquisition of additional Government bins. The 
State chairman, of course, is going to be called on to make a recom- 
mendation as to whether or not additional bins are needed in a State. 

This might result in greater or lesser profits to commercial ware- 
housemen because if there are more bins it might result in less com- 
mercial space being needed and being used. 

Is it properly protecting the interests of the Government to have 
aman making this recommendation, which is going to have an effect 
on the profits of warehousemen, who is also a warehouseman himself? 

Mr. Founratn. They said that depended on the individual situa- 
tion as far as they are concerned. 

Mr. Naveuton. I was asking about the general policy. Is it proper 
to have a man who has to make a decision where his own profits may 
be involved ? 

Mr. Patmpy. Mr. Naughton, members, and Mr. Chairman, when we 
did discuss this last winter, I made the statement then, and I would 
like to make it again now, all other things being equal, we would rather 
not have a man in the warehousing business on a State committee. Our 
record speaks for itself on this. Mr. Manwaring outlined to you 
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what we looked for in a State committeeman, and frankly I am real 
proud of the State committeemen we have. I will assure this com- 
mittee again that if you have any suggestions on better criteria that 
we should use we will be glad to have them. Mr. Ochsner proved to be 
a good committeeman. I think the record speaks for itself, of the 
caliber of men and how we use them as State committeemen. I think 
Mr. Ochsner’s record speaks for itself. ; 

Mr. Naventon. Is it fair to Mr. Ochsner to put him in a position 
where his personal motives and public motives—— 

Mr. Patsy. No, sir; it is not fair to him and if for no other rea- 
son I would definitely not recommend such a man. This is the No. 1 
reason. 

Mr. Naventon. Why doesn’t the Department establish such a pol- 
icy and make it very clear it is going to guard against even the appear- 
ance of a conflict of interest and insist that the loyalty of public 
— be to the public and not be divided. Why not put that into 
elfect ¢ 

Mr. Gootp. That is our policy, Mr. Naughton. That is our policy 
exactly. However, as we have stated, we do not want an ironclad 
policy that would establish a rule that would deprive us of the services 
of otherwise able citizens. 

Mr. Naveuton. Aren’t there enough able citizens around that you 
don’t have to cast this doubt by getting a chairman in who is wearing 
two hats? 

Mr. Patmpsy. The selection of committeemen is not easy. For ex- 
ample I owned some co-op shares when I came on the committee, not in 
any grain co-op but they were co-op shares. I asked the security 
officer about them when I became a State committeeman. I perhaps 
was one of the poorer State chairmen that served as State chairman, 
but there are all degrees of a man’s accumulations through the years 
of farming. I think you know this. If he has proven himself as a 
good farmer, as our State committeemen must, they have varied ac- 
cumulations of substance. If they don’t, they will have trouble when 
they retire and if they don’t have it they haven’t been successful 
farmers so it is a self-defeating thing when we write regulations and 
restrictions that limit our use of good judgment. 

Mr. Naveuton. Mr. Palmby, I don’t think anyone is suggesting 
that membership in a co-op or perhaps owning a few shares in a co-op 
is the type of interest that should disqualify you. 

Mr. Patsy. It is the same as owning interest in a warehouse. 

Mr. Gootp. Where do you draw the line? Farming is so broad and 
affects so many aspects of a person’s life, and of the business commii- 
nity. When we first started studying just what we should do in re- 
gard to conflicts and say, “You can’t hold this, you can’t hold that, 
you can’t hold something else,” we decided we would have to publish 
a book, a thick book, to determine all of the degrees and all of the 
shades that might pertain to a given case, if we were to outline them 
by occupation. That is why we took this broader view to see what 
they had in order that we might determine the nature of any problem 
involved. That is what we would like to continue to do in the area of 
ASC State committeemen. 

Mr. Manwarine. And we are careful to see that a farmer is not in 
a position where he can bring his influence to bear to improve his own 
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position, and this is the determination we made on Mr. Ochsner, Mr. 
Naughton. We looked into his operation, we found that while he was 
State committeeman, he could not bring influence to bear on the com- 
modity office; he could not bring influence to bear on the individual 
farmers, to put their grain in his bin, and we, therefore, took no action 
against Mr. Ochsner. 

Now, as they have testified, if we found a man with an interest of 
that kind, which overshadowed his farming interests and we had an- 
other good man, we would take the other one. We would try and avoid 
that because of the appearance of evil. 

Mr. Naveuton. Mr. Manwaring, did you mean to say he could not 
do it or he did not do it? 

Mr. Manwarine. I think I mean both, because, after all, he has no 
hold whatever on that commodity office director, he has no direction of 
him, he can’t tell him what todo. If he were an individual warehouse- 
man, and wanted to collude with the commodity office director he could. 
They can in this case, but he has no way of telling that commodity 
office director, “You must fill my house”. Because he has a uniform 
grain storage agreement doesn’t guarantee him that his house will be 
filled either, as it doesn’t in any other case. 

Mr. Smrru. Going back just a minute, Mr. Goold, in 1958 section 
2,000 of the administrative regulations evidently said that it is the duty 
of the employee to act in accordance with the public interest, but when 
you read it a minute ago it said to act in accordance with depart- 
ment policy. 

Are those not the same or what was the reason for changing that? 

Mr. Gootp. The version I was reading was amended as of January 
15, 1960. 

Mr. Smiru. I wondered why you made that kind of amendment. 

Mr. Gootp. Frankly, I would have to check to see why we made 
the amendment. How did it read before? 

Mr. Smrrx. Public interest. I wonder if department policy 
wouldn’t be the same as public interest, or should be. 

Mr. Gootp. We would hope they would be in every case. 

Mr. Smirxn. There must > a difference or you would not have 
changed it. 

Mr. Gootp. It was probably to get more specific, to make sure that 
people went within what we, the Department, determined was the pub- 
lic interest, rather than their own opinion of it maybe in some cases. 

Mr. Navuenuton. In other words, Mr. Goold, if an employee of a 
department considers a particular action to be in the public interest, 
if he realizes it will save lots of money and be in the interest of econ- 
omy and efficiency, it is a conflict of interest for him to take that action 
if it is against a department policy ? 

Mr. Gootp. Certainly not. That statement is absurd, Mr. Naugh- 
ton. 

Mr. Naveuton. Aren’t there some of your policies that cause extra 
expense to the taxpayers? 

Mr. Goorp. I don’t know. 

Mr. Founrary. I think most al! of our rules and regulations do that. 

Mr. Goorn. I think that is true. 

Mr. Founratn. We are a government of bureaucracies. Unfortu- 
nately, it is a necessary evil, it seems. 
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Mr. Goold, is there some central location where information js 
available as to the amount of Government bin space available at all 
times ? 

Mr. Gootp. Mr. Chairman, I would have to refer you to someone 
else on that question. Ido not know. 

Mr. Fountain. Mr. Palmby ? 

Mr. Patmpy. The question was is there some place 

Mr. Fountatn. Is there some central place where you have informa- 
tion available concerning the availability of bin space at all times? 

Mr. Patmpy. Yes, sir. That record of inventory is kept in the 
grain division in our agency, yes, sir. 

Mr. Navueuton. Excuse me. Mr. Palmby, isn’t the record as to 
the actual bins themselves, particular binsite locations, the extent to 
which they are filled, et cetera—isn’t that kept at the State level rather 
than at the commodity office level ? 

Mr. Patmpy. As to the binsite itself, it is kept in the State level. 
You have to remember that there is always lag in reporting. We 
have State figures that are as current as possible and the actual binsite 
situation is kept in the State office. 

Mr. Navcuron. In other words, if you want to find out whether 
you have Government bins available to store takeover grain or 
whether you will have a shipment elsewhere to put into commercial 
warehouses, you have to ask the State committeemen for that informa- 
tion because they have it for available bins? 

Mr. Patmpy. Yes. That is the duty of the storage supervisor in 
the State office. We have a storage supervisor in every major State 
where we may have a binsite program. 

Mr. Naveuron. He is under the State chairman, is he not, and 
works for the State committee ? 

Mr. Patsy. Yes. He reports through the administrative officer 
to the State committee—the State administrative officer. 

Mr. Founratn. Mr. Goold, of course you realize that my questions 
are designed to enable the Department to lay on the record just what 
your procedures are and what you are doing. 

Mr. Gootp. Yes,sir. We appreciare this. 

Mr. Fountain. While some of the questions may be construed by 
some as cross-examination questions, I think that it about the best way 
you can get the information rather than to attempt to ask leading 
questions. 

Mr. Gootp. We are happy to respond to the best of our ability. 

Mr. Fountain. Do you do anything in particular, aside from reg- 
ulations which you have outlined, to see that persons are not hired for 
sensitive jobs who, while they may not have a legal conflict, of inter- 
est, might have a natural bias toward the industry with which they 
are dealing ? 

Mr. Gooxp. Yes, sir. Prior to the time anyone is employed, par- 
ticularly at the level at which we are speaking, the upper levels in the 
Department, where they have opportunities to influence the award of 
business, their appointment is cleared through my office. At this 
time we could check to determine what their holdings are, whether 
there is anything in there that might tend to bias their judgment in 
any way. I can state there have been appointments turned down 
within the past 2 or 3 years, to my own knowledge, where we felt that 
such conditions might have been. 
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Mr. Fountain. Are there at the present time any important offi- 
cials of the Department of Agriculture engaged in outside activities, 
or do any of them to your knowledge have any outside interests which 
might possibly conflict with their official duties? 

Mr. Gootp. No, sir. I can state that down through the grade 15 
level we have checked this very thoroughly, we have checked this very 
thoroughly and we feel there are none. I would like to revise that— 
the grade 13 level. 

Mr. Fountarn. Mr. Carlson? 

Mr. Cartson. Mr. Goold, you say you checked down through the 
grade 13 level. Is that the figure that corresponds to these 15,000 
questionnaires ? 

Mr. Gootp. Yes, sir. When we sent out our questionnaire, we sent 
it out and it was established that all employees in grade 15 and above, 
plus all those regardless of grade who were in a position to award 
or influence the award of business, or officially assigned to the duty 
of granting or denying approval on behalf of the Federal Govern- 
ment for specific commercial activities, and so through the grade 13 
level we can say uniformly throughout the Department we have 
checked this and below that grade we have checked them where their 
duties bring them into the conduct of trade business. 

Mr. Cartson. This 15,000 figure is not the same as the number of 
employees in grade 13, and above? 

Mr. Goorp. It is not, sir. There are many in that 15,000 figure 
below the grade 13 level. 

Mr. Cartson. This represents the dimensions of your investigative 
task with regard to this field that is being discussed this morning, in 
terms of the number of personnel ? 

Mr. Gootp. Yes, sir. 

Mr. Fountain. What precautions, Mr. Goold, are taken to prevent 
possible preferential treatment being given to one business firm or 
individual over others ? 

Mr. Gootp. I would be happy to address myself to that as fully as 
I know, and I am sure there are steps taken beyond those which I have 
personal knowledge of. 

First, we have our regulations, which are in this conduct chapter 
which is to be submitted for the record, which states first that this 
shall not be done. Second, this matter is a matter of discussion at the 
meetings of commodity oflice managers and others to see that all ele- 
ments of the trade are treated fairly. 

In connection with Department information, it is available to all. 
We have an open-door policy with respect to Department information 
and when it is released it is released uniformly to all elements of the 
trade at the same time. 

As far as we know, as far as we are able to determine, we certainly 
try to treat all elements equally and with regard for all of their inter- 
ests. 

Mr. Fountatn. The regulation which you already read may deal 
with the particular question which I am about to ask, but in order to 
get it specifically in the record I would like to ask you, Do your regula- 
tions prohibit former employees from dealing either directly or indi- 
rectly with the Department on behalf of private firms or individuals? 

Mr. Goorp. Our regulations as such do not prohibit a former em- 
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ployee from coming in. Of course, as you know, there is a statute that 
prohibits employees in some categories from prosecuting any claim 
against the Government for a period of 2 years after they have been 
out. Our regulations are specific, though, that we expect employees 
to be very precise in their dealing with those who have been here in 
the Department before but we do have a regulation that does place on 
the Government employee a responsibility that he does nothing to 
violate ethical conduct of Government business in this way. 

I don’t have a copy of that regulation with me right at this time. 
We feel that once a man goes out of the Department he is a free agent. 
He can pursue what business within the law that he can pursue but we 
do feel that we have an obligation to the taxpayer to see that our em- 
ployees who remain on the rolls do not do anything unethical or im- 
— just because of friendship they may have for a former em- 

oyee. 

3 Mr. Koebel, who is counsel in the Department, is able to paraphrase 
that regulation, he feels. 

Mr. Korszexi. I am Ralph Koebel, Assistant General Counsel. I 
think I can paraphrase the regulation Mr. Goold referred to. Of 
course, it is only a control on incumbent employees, but it specifies we 
shall not do business with any former employee who, by reason of his 
contact with a particular case or subject matter, it would be improper, 
unethical, or against public interest for him to act. 

In general, this would apply to a case where an outgoing employee 
has been handling a matter internally, and then would become an 
employee of a private firm and come back. We would be forbidden 
from doing business with that person. 


Mr. Fountain. What effort do you make to keep track of situations 
where a leave the Department to join firms or individuals 


with whom they have dealt in their official capacity ? 

Mr. Gooxp. We know of several, and naturally, some of them are 
of no concern because of the type of industry they go into, whereas 
others are a matter of concern, and where they are we try to stay on 
top of it and be aware of their activities in the Department, so that 
if there is anything that might be considered improper, we would 
be in a position to take action immediately and stop it. 

Mr. Founrtarn. I wonder if you could tell us how many major offi- 
cials of the Department have joined firms with which they dealt while 
they were employees ? 

Mr. Gootp. I know very few, Mr. Fountain; very few. 

Mr. Fountain. Would you be able to name them for us? 

Mr. Gootp. We had one man very recently in our cotton work go 
with a cotton association. He did not go with an individual firm, but 
with an association. In the past we have had another who was in 
our barter work go with a firm that conducts some barter business. 

Mr. Fountain. Would it be difficult for you to supply that informa- 
tion for the record ? 

Mr. Goon. I do not think it would be too difficult, sir. 

Mr. Fountain. All right, if you will, please. 

Mr. Goorp. I did read previously, and would like to read here again, 
since it is pertinent, one of our rules discussing future employment 
outside the Government with a person or organization with which offi- 
cial business is pending. That is a rule that if we found it violated, we 
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would move on immediately. That is, if I, as an investigator, were to 
seek employment with some grain storage company as an investigator 
while they had business pending with us, that rule could be exercised 
against me. We would do it in every case. We know of no such 
actual case. 

Mr. Fountain. Of course, you have no way of keeping an outsider 
from contacting an individual in your office and trying to persuade 
him to join his firm ? 

Mr. Gootp. No, sir; but we would consider it highly improper if 
an employee were to negotiate for work while he was on our rolls. 
We cannot control an approach an outside firm might make, but if such 
an approach were made and a man on our rolls said, “I cannot accept 
it, but—” and negotiations ensued, we would consider that improper. 

Mr. Smirn. Mr. Chairman. 

Mr. Fountarn. Mr. Smith. 

Mr. Smiru. Did these two cases you mentioned start outside em- 
ployment immediately after leaving the Department ? 

Mr. Gootp. Yes, but one went with an association where there was 
no business pending between the association and the Department, and 
the other went with a firm that at the time there was no business pend- 
ing between the firm and the Department. 

Mr. Chairman, you have asked if we could get you a record of 
individuals who have gone. How far do you want us to search our 
records for that ¢ 

Mr. Fountarn. Two or three years. 

Mr. Goorp. Three years? 

Mr. Fountarn. Yes. 


Mr. Gootp. All right, sir. 
(The information is as follows :) 


FoRMER EMPLOYEES OF THE DEPARTMENT OF AGRICULTURE WHO HAVE ASSOCIATED 
WITH PRIVATE BUSINESS CONCERNS 


Milan D. Smith: Resigned as Executive Assistant to the Secretary on Decem- 
ber 1, 1957, to reassociate with Smith Canning & Freezing Co., Pendelton, Oreg. 
This is Mr. Smith’s private business from which he took leave of absence to serve 
in the Department. 

Robert D. McMillan: Resigned as assistant to the Secretary in February 1958, 
and is now associated with Corn Research Industries Foundation, Inc. 

F. Marion Rhodes: Resigned May 13, 1960, as Director, Cotton Division, 
Commodity Stabilization Service, and is now with the New York Cotton Ex- 
change. 

Frank Albert: Resigned July 31, 1957, as chief, division of State and private 
forestry, Forest Service, Atlanta, Ga., and is now employed by Champion Paper 
Co., Ohio, with mills located in Hamilton, Ohio ; Canton, N.C. ; and Pasadena, Tex. 

Henry Putnam: Retired on April 30, 1959, as chief, division of State and 
private forestry, Forest Service, Milwaukee, Wis., and is now employed by 
Upjohn Co., Kalamazoo, Mich. 

Dr. Albert R. Miller: Retired as Director, Meat Inspection Division, Agricul- 
tural Research Service, in August 1960 and is presently employed as a freelance 
meat consultant for meatpackers in the District of Columbia area. 

Otto August Atzert: Mr. Atzert resigned as an employee of the Barter and 
Stockpiling Division, Commodity Stabilization Service, in January 1959. He 
is now employed by W. R. Grace & Co., Washington, D.C. 


Mr. Fountain. Mr. Goold, last September the subcommittee fur- 
nished the Department with a transcript of an executive hearing at 
which Mr. Frank McGregor testified. Will you briefly describe what 
happened on that occasion ? 
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Mr. Goon. Yes, sir. 

As I recall, it was September 8, 1959, that a representative of this 
subcommittee called on me and said Frank R. McGregor had testified 
on September 3, 1959, in executive session. As the record of the 
testimony will show, the question centered around a telephone listing 
of a business firm by the name of Frank R. McGregor & Associates. 
The subcommittee representative informed me it was the opinion of 
subcommittee members that Mr. McGregor’s answers were not entirely 
clear and it could not be determined exactly the nature of the business 
from the answers he gave, and the subcommittee representative sug- 
gested it might be a matter the Department would wish to investigate. 

We undertook an investigation in the matter and found there was 
a listing in the telephone directory for Frank R. McGregor & Asso- 
ciates at 1000 Connecticut Avenue NW., and the telephone number 
was specified. This appeared in the 1957, 1958, and 1959 telephone 
directories. 

We also found in the same directories a listing for Council for 
Independent Business, with which, records will show, Mr. McGregor 
had some connection prior to his coming into the Department. 

For years prior to 1957 these listings also appeared, but they were 
then listed at an address at 917 15th Street NW., which was a dif- 
ferent office building. 

Mr. McGregor came to us first on June 23, 1954. He was appointed 
for a 6-month period as an expert at $45 per diem. His appointment 
was extended on December 23, 1954, and on April 7, 1955, he was 
appointed to his position of Deputy Administrator for Operations— 
and I might say by way of reference that he had held this position 
as an expert for the months from December to April, but his appoint- 
ment in April came under the schedule C and his salary was grade 17, 
and he continued in this employment until his termination on October 
7, 1959. 

Our investigation showed that at the time Mr. McGregor entered 
on duty with us his superior went into the fact with him that it 
would be necessary for him to remove himself from any association 
with any private business firms. Mr. McGregor assured his superior 
that this would be done and, in pursuance of it, he submitted to the 
Department letters of resignation dated June 22, 1954, one addressed 
to Frank R. McGregor & Associates and the other to the Council for 
Independent Business. He also filed with us letters purporting to 
be acceptances of his resignation dated the same date. We relied 
on these letters plus his assurances to his superior as bona fide evi- 
dence that all of his associations with those firms had been terminated. 

It also came to light in our investigation that in 1956 and 1957 the 
fact there was a business listing to Frank R. McGregor & Associates 
came to the attention of Mr. McGregor’s superior in the Department. 
At that time Mr. McGregor’s superior called him in and talked to 
him about this listing. Mr. McGregor said the listing was continued 
only due to an oversight and this would be corrected at once and the 
listing discontinued. 

Mr. Fountarn. When was that? 

Mr. Goorp. In 1956 or 1957. 

Mr. Fountain. So you were familiar with the listing prior to the 
time we called it to your attention ? 
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Mr. Gootp. One individual in the Department, was, sir, and had 
interviewed Mr. McGregor and was assured it would be discontinued. 
The listing, however, did continue and it is only fair to note too that 
possibly the listing was changed from one address to another after 
he had talked to his superior, “and it continued up to the time he left 
our employ. 

Now we talked to Mr. McGregor about his purported resignation 
and the purported acceptances thereof and he told us that while these 
had been accepted by individuals with whom he had been associated, 
nevertheless they were not officials of the firms and they really had no 
authority to accept his resignations. He did state— e found no 
evidence to the contrary—that when he came into Government service 
the business of these concerns became dormant, stopped. There were 
some collections from old accounts, but we know of no new business 
that was transacted after he came on duty with us. 

In addition to the telephone listings and in addition to the fact his 
name was on office doors uptown, we found at the same time that Mr. 
McGregor had also held himself out as doing business as Frank R. 
McGregor and as Frank R. McGregor & Associates. Howev er, be- 
yond holding himself out as doing business, we did not find that he 
had actually < done any. 

Our inquiry produced no evidence that Mr. McGregor had used 
his employment in the Department for private or personal gain or 
that he was guilty of wrongdoing in the conduct of Gov ernment busi- 
ness under his direction. 

We discontinued our investigation of this matter on September 30, 
1959, and referred the matter on that same date to the Department 
of Justice because the facts we had determined for the record might 
be a matter beyond the purview of the Department of Agr iculture. 

We did on that date start the preparation of charges for Mr. Mc- 
Gregor’s removal from the Department. However, prior to the time 
the charges were filed he submitted his resignation and it was ac- 
cepted. The charges that would have been filed had he not resioned 
were based on his deception of the Department in submitting false 
and fraudulent statements and what might be spurious letters of resig- 
nation, and we certainly cannot condone this on the part of an em- 
ployee handling transactions involving millions of dollars. 

Mr. Founratn. While we did not go into a full investigation, our 
interrogation of Mr. McGregor himself did not indicate he was actu- 
ally engaged i in outside business that was in conflict with his pub- 
lic business, but we realized he was engaged in a very sensitive posi- 
tion. It was one of maybe 5 or 10 of the most sensitive positions in 
the Department; is that right? 

Mr. Goon. It was a very high position, in the top echelon, yes. 

Mr. Founra1n. The thing that concerned us was he had gone so 
long with that listing and apparently even after he had in 1956, ac- 
cording to your testimony, given assurance he was only keeping it 
there for future purposes, he continued holding himself out as doing 
business. 

Mr. Naucuton. Mr. Chairman, the subcommittee did not make an 
independent. investigation of Mr. McGregor’s connection with the 
firm of Frank R. Met ‘Gregor & Associates. I think it should be stated 
clearly for the record that we do not have any evidence in the sub- 
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committee files that he received any income that might be consid- 
ered conflicting with his position in the Department. I think that 
should be said in fairness to Mr. McGregor. 

Mr. Goold, you mentioned that a superior of Mr. McGregor’s talked 
to him about 3 years ago. 

Mr. Gootp. About 2 or 3 years prior to the time he left our em- 
ployment. 

Mr. Naveuton. Who was that? 

Mr. Goon. Mr. Walter C. Berger. 

Mr. Naveuton. Did Mr. Berger report to you he had talked to Mr. 
McGregor ? 

Mr. nl I was not in the Department at that time. 

Mr. Navcuton. Did he report to your predecessor ? 

Mr. Gootp. I have no knowledge as to whether he did or not. 

Mr. Naveuton. You have no knowledge that he did report to your 
predecessor ? 

Mr. Gootp. No, nor do I have any knowledge he did not. 

Mr. Navcuron. Have you asked Mr. Berger what other employ- 
ees in the Department he has had occasion to talk to about the mat- 
ter of conflict of interest? Do you know of any other instances of 
this kind? 

Mr. Gootp. Mr. Berger has been most diligent in keeping my of- 
fice advised of any matters that might be suspicious. 

Mr. Navueuron. Has he called your attention to other matters of 
this kind? 

Mr. Goorp. He has called my attention to several. I could not 
state a specific case offhand, but we have consulted frequently on 
matters of this kind. 

Mr. Naveuton. Didn’t Mr. Berger, in the 3 or 4 years after he 
talked to Mr. McGregor about this telephone listing—Mr. McGregor 
was certainly one of the most important men under him—didn’t Mr. 
Berger have occasion to check that telephone listing after he talked to 
Mr. McGregor? 

Mr. Fountatrn. I do not think Mr. Goold could answer as to what 
Mr. Berger did. He might have an opinion. 

Mr. Naueuton. Apparently Mr. Teena: did not even check to see 
if the listing was discontinued. 

Mr. Gootp. I would like to say that certainly an executive places 
reliance and trust in the men under him, and I am sure that was done 
in this case. However, you can see the seriousness with which we 
viewed the matter when the matter came to my office. Mr. Berger 
shared this concern, I am sure, when it came to his attention, and 
hae did move to see that action appropriate to the circumstances be 
taken. 

Mr. Naventon. Of course this was based on two things. One was 
a holding out to do business. What other evidence was there other 
than the telephone listing that he was holding himself out to do 
business ? 

Mr. Gootp. His name was on the office door and other evidence I 
am not in a position to discuss at this time. 

Mr. Naveuton. Did he have any contacts with people? 

Mr. Gootp. We know of no contacts with people where he volun- 
teered his services or sought business from stats, 


parti 
cases 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1493 


Mr. Naveuron. Is this other evidence you referred to a report filed 
with an agency of the U.S. Government ? 

Mr. Goon. Yes, it was. 

Mr. Naveuton. Was this a public report? 

Mr. Gootp. No. 

Mr. Naventon. That would not be holding himself out to the pub- 
lic to do business, would it? 

Mr. Gootp. This is holding himself out to do business; I did not 
say = the public. I said he held himself out to do business, which 
he did. 

Mr. Naveuton. This relates to his income tax returns rather than 
to any conflict of interest ? 

Mr. Fountarn. It could be conflict of interest if he received income 
on the outside. But I take it from your testimony that the charges 
you were about to prefer were not based on conflict of interest ? 

Mr. Gootp. No, sir. They were based on deception of the 
Department. 

fr. Naveuton. So that if his superiors thought they were misled 
that might not necessarily be a criminal matter but it still might 
justify them in wanting to dismiss him. You stated false and fraudu- 
lent statements were made. That would be criminal? 

Mr. Gootp. It depends on whether they were made under oath and 
there are a number of conditions. 

Mr. Naveuton. Do you know whether there is pending at this 
time or being considered any prosecution of Mr. McGregor on criminal 
charges? 

Mr. Gootp. I know only we referred the matter to the Department 
of Justice on September 30, 1959, and we have not been advised it 
has been closed. 

Mr. Navueuton. It has been there over a year and they have not 
taken criminal action as yet. 

Mr. Gootp. That is true. 

Mr. Naveuton. Have you checked with them to see if criminal 
action is contemplated ? 

Mr. Goorp. I do not know if they do or not. 

Mr. Naveuton. I wonder if we should not get this cleared up for 
Mr. McGregor’s sake so that we might know for the record. 

Mr. Gooxp. I do not feel that is my responsibility. It is in another 
Government department and I certainly cannot speak for them. 

Mr. Naneuton. As far as you know there are no plans for criminal 
action ? : 

Mr. Gootp. As far as I know there is none. 

Mr. Fountarn. I believe Mr. Goold has enough to do of his own 
without pushing the Justice Department. 

Mr. Goold, the subcommittee requested a statement from the De- 


partment concerning the Corey situation and other conflict-of-interest 
cases in the Department. 


Mr. Gootp. Yes, sir. 


Mr. Fountain. Without objection, the full report will be inserted 
in the record at this point. 
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(The report referred to follows :) 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
OFFICE OF PERSONNEL, 
Washington, October 7, 1960. 
Hon. L. H. Fountain, 
Chairman, Intergovernmental Relations Subcommittce, 
House of Representatives. 


DEAR CONGRESSMAN Fountain: In your letter of October 4, 1960, to the Secre- 
tary, you requested information relative to the conflict-of-interest situation in 
the Portland Commodity Office that developed earlier this year. 

On January 14, 1960, facts were brought to the attention of this office which 
indicated that Mr. Earl C. Corey, who was then Director of the Portiand Com- 
modity Office, Commodity Stabilization Service, may, as of that date, have held 
an interest in the following concerns: 

Archer Daniels Midland Co. 
Miller Malting Co. 

Colorado Milling & Elevator Co. 
Three States Warehouse Co. 


According to the information supplied by our confidential source, Mr. Corey’s 
interest in the first three firms was said to be nominal. As you know, they are 
all large corporations engaged in the grain storage business among other things. 
The information provided by the confidential source indicated that Corey had a 
more substantial interest in the Three States Warehouse Co., of Wenatchee, 
Wash. This firm, too, was engaged in grain storage. 

On January 16, 1960, a representative of this Department interviewed Mr. 
Corey. He stated he had the following holdings as of that date: 


100 shares Colorado Milling & Elevator Co. 

303 shares California Malting Co. 

175 shares Archer Daniels Midland Co. 

400 shares various Canadian oil stocks. 

150 shares General Public Service of California. 
264 shares Pacific Gas & Electric Co. 

175 shares Pacific Power & Light Co. 

$5,000 interest in Peter Smith Controls. 

Mr. Corey stated that the Colorado Milling & Elevator Co., the California 
Malting Co., and Archer Daniels Midland Co. all have contracts to store U.S. 
Government-owned grain which are supervised through the office he directed. 
Mr. Corey claimed not to be a contracting officer and stated he had never partici- 
pated in the contracts of these companies in any way, nor had he participated in 
the management of the firms. He advised that the Peter Smith Controls Co. in 
which he had $5,000 invested is an electrical motor control company in which 
one of his sons has a considerable interest. 

At the time of this interview, in response to direct questioning, Mr. Corey 
stated that he bought an interest in the Three States Warehouse Co. in 1956 or 
1957, which he soid in the spring of 1959 to one Larry Smith of Waterville, 
Wash., for $30,000, the same amount he had originally invested. Mr. Corey 
stated that he had made a profit of approximately $15,000, after taxes, through 
his participation in this company during the time he had an interest in it. Mr. 
Corey stated that the exclusive business of Three States Warehouse Co. was to 
store U.S. Government-owned grain. He also stated that the contracts were 
supervised through his office but not by him. He disclaimed any part in the 
management of the warehouse firm. He stated he decided to sell his interest in 
the firm in the spring of 1959 after he had received an award from the Secretary 
of Agriculture. Mr. Corey added that he did not want to do anything which 
might embarrass the Secretary of Agriculture and felt that something concerning 
the firm might come up which would prove embarrassing. Mr. Corey stated he 
had approximately a one-third interest in the company. He inferred that there 
were others in the business with him besides Mr. Smith, but declined to name 
them. He did state that none of the other interested parties were employees 
of the Federal Government. 

Based on the facts Mr. Corey furnished he was told by the Department repre- 
sentative that this was a very serious matter and the Department would have no 
alternative but to prefer charges looking toward his removal from the Federal 
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service. He was also told that it would be necessary to refer this matter to the 
Department of Justice for investigation and any prosecution that might ensue. 
In the face of this information Mr. Corey elected to submit his resignation and 
told the Department representative that he would return to his office and resign 
effective at the close of business January 22,1960. His resignation was received 
in the Department during the week of January 18, 1960, and his employment 
was terminated at the close of business January 22, 1960. 

On January 18, 1960, the matter was referred to the Attorney General for 
investigation and such action as may appear appropriate in the light of facts 
developed. An immediate investigation was undertaken by the Federal Bureau 
of Investigation into the possible violation of section 434, title 18. The facts 
furnished by this Department were corroborated and an indictment was returned 
charging Earl C. Corey and his partner, Laurence M. Smith, with violations of 
law and naming a third partner, Mr. Willard A. Richards, as a coconspirator. A 
copy of the indictment, which speaks for itself, is attached. 

This case went to trial August 2, 1960, before U.S. District Judge Gus J. 
Solomon at Portland, Oreg. On August 9, 1960, the jury returned a verdict 
finding the defendants guilty as charged on all counts. Counsel for the defend- 
ants filed motions for a new trial; however, such motions were denied. As yet 
sentence has not been passed. It is understood that Mr. Corey’s health has been 
a factor in this delay. As you may know, he has been hospitalized during much 
of this period. 

The Department knows of no other cases in the Portland area involving viola- 
tion of conflict-of-interest statutes. 

Sincerely yours, 


W. GEorGE GOOLD, 
Assistant Director for Security and Investigations. 
Mr. Fountain. Have you included in that statement every case 
where there was a possible conflict of interest ? 
Mr. Goorp. As the letter states, we know of no other case involving 
conflict-of-interest statutes. 
Mr. Fountain. Was Mr. Corey fired from the Department after 


the meeting to which you referred or did he resign ? 

Mr. Gootp. He submitted his voluntary resignation. 

I would like to state what is required to remove a civil-service em- 
ployee of the Federal Government. 

It takes a long time. First, we have to give them a statement of 
the charges, then give them a reasonable time in which to make the 
reply, have an opportunity to evaluate the matter, and so forth. This 
cannot be done overnight. It was important in Mr Corey’s case to 
get him out of his position as soon as possible, and to accomplish this 
he resigned. His resignation was accepted in lieu of the preferment 
of charges which would have followed had he not resigned. 

Mr Fountartn. What was the date of the tender of his resignation ? 

Mr. Goon. AsI recall, January 19, 1960. 

Mr. Founrarn. I note he did not leave the Department until Jan- 
uary 22. 

Mr. Goorp. That is right. 

Mr. Fountain. Was any action taken after the discovery of the 
conflict of interest to prevent him from having access to files in con- 
nection with matters over which he had previously had jurisdiction 
and supervision ? 

Mr. Goorp. No action was taken to bar the files but it was requested 
that he take no official action in behalf of the Department during the: 
last week he was on duty, and I am informed much of that time he 
was in no position to do that. 

Mr. Founrarn. Why did he remain on duty ? 
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Mr. Gooip. For 3 days? It was his request that he be permitted 
to resign as of the next Friday. Had we sought to remove him we 
could not have done it in 3 days. 

Mr. Fountain. So you really had no choice. 

Mr. Navucuton. Could you have suspended him or barred him 
from the files? 

Mr. Gootp. Under some circumstances he could have been sus- 
pended for a period of 5 days, yes. We did not pursue that. 

Mr. Fountain. You had no assurance you could get the resignation? 

Mr. Goorp. No. 

Mr. Naveuton. Were you concerned with the fact he might have 
had access to the files? 

Mr. Gootp. We were extremely concerned about it; yes, sir. 

Mr. Naveuton. He had the better part of a week, in the event he 
was in a position to do so, to remove or destroy possible evidence 
against himself and others? 

Mr. Goon. I want to say very definitely there is no evidence there 
was any tampering with files or records or anything else. Files and 
records are not in his immediate office and we are in a position to 
state there was no tampering with records in that time that enabled 
him to destroy evidence because, as you can see, it was found and 
he was convicted. 

Mr. Naueuton. He was convicted, of course, and certainly there 
was enough evidence collected by the FBI to sustain a conviction. 
However, are you accepting the fact he was convicted of the charge of 
operating an elevator or conducting business while in the employ of 
the Government as proof that evidence could not have been removed? 

Mr. Gootp. No. I am basing it on my knowledge of where Mr. 
Corey was the last few days he was on duty and other facts. 

Mr. Naventon. You are not in a position to say positively no 
evidence was extracted ? 

Mr. Goorp. No, I am not in a position to state positively, but we 
found no evidence of it. 

Mr. Fountarn. Your letter indicates that facts about the Corey 
matter were brought to the Department’s attention on January 14, 
1960. 

Mr. Goon. Yes. 

Mr. Fountain. I am not going to ask the identity of the inform- 
ants, because I understand that is confidential, but without revealing 
the names will you give as much information as ~~ can concerning 
the manner in which the information came to you? 

Mr. Goorp. The information was sought and obtained from an- 
other Government agency. 

Mr. Fountarn. You say you sought information from another 
Government agency ? 

Mr. Goon. Yes. 

Mr. Fountarn. Was that based on information you received from 
an outsider ? 

Mr. Goo. This was based on a continuing surveillance which we 
feel we are called upon to make to make sure where we stand. 

Mr. Naveurton. Had you received previous information indicating 
that perhaps Mr. Corey’s activities should be subject to greater sur- 
veillance than an ordinary employee? 
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Mr. Gootp. I do not know. We had information, or we knew that 
Mr. Corey had been in the trade for a number of years or been close 
to the trade, and we had information, of course, that he ran a business 
under the name of Earl C. Corey just prior to coming to the Depart- 
ment. Whether you would consider that as making him suspect, I 
do not know. 

Mr. Naveuton. You have a number of employees who were en- 
gaged in the trade prior to coming to the Department? 

Mr. Gooxp. That is true, but the nature of the business might be 
significant. 

. Naucuton. Have you made the same inquiry of other Govern- 
ment departments that you did with regard to Mr. Corey about other 
officials in sensitive positions in Washington ? 

Mr. Gootp. We have checked each and every one of them to the 
extent we felt they should be, from the Secretary on down. 

Mr. Naveuton. In regard to those checked, how far down does this 
cover? Did it cover only Washington ? 

Mr. Goon. No. It extended beyond Washington. 

Mr. Naveuton. Could you give us for the record the individuals 
checked ? 

Mr. Gootp. No, sir, I do not feel I can do that. I feel the informa- 
tion we sought was sought in confidence and furnished in confidence 
and for me to identify it would definitely identify my informants. 

Mr. Navenron. I am trying to establish whether you had informa- 
tion prior to January 14 which would have put you on notice about 
Mr. Corey. 

Mr. Gootp. We had information prior to January 14 which would 
indicate necessity for inquiry, and the inquiry was made. 

Mr. Naveuton. This related to Mr. Corey alone? 

Mr. Gootp. The information relating to Mr. Corey related to him 
alone. However, we have made such checks as we made in Mr. 
Corey’s case in the case of other top officials in the Department. 

Mr. Naventon. But not all? 

Mr. Gootp. I would say we have checked every top official of the 
Department in Washington, D.C., and the field insofar as we felt it 
feasible and practical to determine there was no conflict of interest. 

Mr. Naueuton. When did the matters come to your attention mak- 
ing you feel it was necessary to make an inquiry concerning Corey ? 

Mr. Gootp. The information concerning Corey was based on a 
review of his file which was in my office. 

Mr. Naucuton. When did that occur ? 

Mr. Gootp. That occurred—I can’t state the exact date, but approx- 
imately a year or a year and a half ago. 

Mr. Navueuron. Did that occur shortly after we called the Mc- 
Gregor situation to your attention ? 

Mr. Gootp. No, it did not. I cannot say specifically as to that, but 
it was not immediately after. It was generally in the same period of 
time. I can check and find out. 

Mr. Navucuton. It would have been between September and 
January ? 

Mr. Goorp. Let us say June, July, up to January, when we were 
making several such checks. I cannot state the exact date we reviewed 
the file and decided to make a check about Mr. Corey, but it would 
have been in the same general period of time. 
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Mr. Smirn. Do you have the same rule regarding regional 
managers ? 

Mr. Gooxp. No, it is much more strict concerning a county manager 
because they can take an action in and of themselves. The State chair. 
man cannot. 

I did not mean county; I mean commodity office manager. 

Mr. Smirn. Do you have a different criterion for him than for the 
State chairman ? 

Mr. Gootp. Yes; because he is acting as an agent of the Government 
and it places him in immediate violation of the Federal criminal 
statutes. 

Mr. Fountain. I notice the Department first received information 
about Mr. Corey on January 14. 

Mr. Gootp. The first specific information. 

Mr. Founrtarn. Shortly after he and other employees had been 
requested to file a list of their investments in outside activities? 

Mr.Gootp. Yes. 

Mr. Fountarn. Did his questionnaire in any way have anything 
to do with your receiving information about him ? 

Mr. Gootp. No, sir; it did not. 

Mr. Fountain. Of course, like others, he had until February 1 to 
file a list of his holdings? 

Mr. Gooip. Yes; and I might say on January 16 when I saw him 
in San Francisco he had executed his list and he let me review it at 
that time and that review disclosed the other information you have in 
the letter. 

Mr. Fountratn. Mr. Corey was convicted in connection with the 
operation of the Three States Warehouse. He is also reported to 
have made $30,000 in connection with the purchase of stock from Mr. 
Collins. The stock involved was, I believe, that of the California 
Malting Co. Will you describe that and what investigation you made 
of it? 

Mr. Gootp. We made no investigation of the specific situation be- 
cause we developed that information at the very end and turned it 
over to the Department of Justice. However, Mr. Corey did discuss 
this somewhat with me. He told me that in 1955, as best I recall, he 
went to Mr. Collins and told him his wife had some funds that she 
was seeking to invest and asked Mr. Collins if he knew where they 
might be invested profitably, and Mr. Collins arranged for the pur- 
chase of some shares of the California Malting Co. That stock was 
held, and of course the company was then young. It has grown and 
has merged, I understand, with another company now. 

Mr. Fountain. Have you made an investigation to determine 
whether the California Malting Co. was able to obtain malting barley 
from the Commodity Credit Corporation at favorable prices? 

Mr. Goon. Our investigation has not reached that point, sir. In 
the Government, as long as one department is conducting an investi- 
gation another does not do it, to prevent duplication. The FBI, as 
far as I know--and I am not speaking for them—I do not know if 
they have gotten to this point or not. As soon as the case is closed 
by them we will see what action should be taken. 

Mr. Navucuron. Are current investigations going on by the FBI 
concerning conflict of interest ? 
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Mr. Gootp. None other than the Corey case to my knowledge. I 
cannot speak for them. 

Mr. Naveuton. Wouldn’t they close it with a prosecution? 

Mr. Goon. A case is never closed until a sentence is passed. 

Mr. Naueuton. Do you have authority to make further investiga- 
tion after the FBI close their investigation ? 

Mr. Gootp. We intend to review them and if there are areas war- 
ranting administrative action we will inquire into them. ; 

Mr. Navecuton. Do you know if the FBI made an investigation of 
the California Malting Co. situation ? 

Mr. Gootp. No; I do not. 

Mr. Fountarn. Am I correct that the CCC sometimes gets malting 
barley but does not distinguish it from feed barley ? 

Mr. Gootp. I will ask Mr. Manwaring to answer that. 

Mr. Manwartna. Yes. 

Mr. Naventon. Yet there is a 20-cent differential between malt- 
ing barley and feed barley ? 

Mr. Patmpy. The reason we do not make a distinction is that barley 
is a very special commodity. Some years a sizable portion of the 
crop is malting barley and another year a very small portion would 
be classified as malting barley. Sometimes malting barley sells at a 
small or no premium, and sometimes at a large premium. We do not 
support malting barley as such. We support barley and we support it. 
at feed barley level. 

Mr. Naueuton. Malting barley would be worth more than feed 
barley ? 

Mr. Patmpy. If there is a demand for it. 

Mr. Naveuron. The reason it would come into loan is that the 
open market price for malting barley might be so low that even with 
the differential added on for malting barley it is still below the sup- 
port price for feed: barley? And since you do not distinguish in 
making sales, if a person in the malting barley business were able to 
obtain CCC malting barley at feed barley prices he would be in a 
position to make a profit on it, would he not ? 

Mr. Patmsy. I would not say that because some years the supply 
of malting barley is so great he could buy it at feed barley prices. I 
do know that the malting business is very competitive. 

Mr. Naventon. Is it competitive on the west coast? How many 
people are in the malting business on the west coast ? 

Mr. Patmpy. I do not know. 

Mr. Naveurton. Is it conceivable it is a relatively small group and if 
they thought they could get malting barley from the CCC they would 
not go on the open market and bid for it ? 

Mr. Patmpy. We sell at 105 percent support plus carrying charges 
and I think it is true of the whole grain Naseksens that the CCC does 
carry stock for processors and why not, because one processor will 
not carry stock because he can come to CCC and another because of 
competition is forced to? This is good business, I think. It is com- 
petitive business. The very existence of price support programs and 
the existence of our taking grain that is defaulted by producers forces 
the processors to let CCC carry stocks which years ago they would 
have carried. 
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Mr. Navcuron. It is true, is it not, that CCC is now carrying x 
substantial portion of milling inventories ? 

Mr. Patmpy. Sure. 

Mr. Naveuton. And the reason is that if a milling company gets 
loan grain from farmers of the type he needs for his milling operations 
he can store that for the CCC and as he goes along he can use it, 
replacing it with other wheat, and settle with CCC later? 

Mr, Patmpy. That is correct. 

Mr. Navcuton. Under the uniform grain storage agreement you 
allow him to use up the milling quality and substitute less desirable 
wheat in return ? 

Mr. Pautmpy. Yes. We are remunerated for it. I think you missed 
one spot. Generally—and I told this to the Symington committee— 
generally the highest quality wheat produced in this country is con- 
sumed domestically, and in turn these stocks are bought from pro- 
ducers at a figure generally about support prices. So that in turn 
the wheat that comes to CCC generally is not as good a wheat as is 
consumed domestically, and somewhere in between there that amount 
is exported. So if I were to classify our wheat stocks I think it is 
a fair analysis to say the cream of our wheat is consumed domestically, 
an ree in between is exported, and the lower echelon probably comes 
to CCC. 

Mr. Naveuton. In the days before CCC the millers used to carry 
their own inventory, because the only way they could get quality wheat 
was to buy it at harvesttime ? 

Mr. Patmpsy. That is right. 

Mr. Naveuton. And later in the year they either could not get it or 
would have to pay premium prices for it. Now instead of buying 
the premium quality wheat, the miller can get the producers to put it in 
the warehouse under loan, the CCC is paying the storage, and he can 
use it throughout the year and replace it with lower quality wheat. He 
might have to settle with the CCC for the difference at the end of the 
year or he might be able to pick up enough in premiums on grain 
handled to offset it. 

Mr. Patmpy. There isa hole in the way you outline this, but I admit 
the very existence of a price support program makes it possible for 
similar things to happen. 

Mr. Smiru. You mean that happens if we are producing more than 
we are consuming? 

Mr. Patmpy. Yes. Thank you, Congressman. This can only be 
done as long as there is a crop greater than appears will be moved ina 

ear. 
7 Also, the market fluctuates a great deal shortly after harvest. What 
brings this about is that domestic mills buy substantial quantities of 
wheat because they want the cream of the corp or because the price is 
more favorable to them than if they let CCC carry it. This was true 
this year and is true every year. 

So to an extent what you have said is true, but I would not say we 
carry all these stocks of wheat. for the mills. 

Mr. Naveuton. Of course they will be buying, but what you are 
doing in effect is paying rent to the miller and he is charging you rent 
for keeping his own inventory? 

Mr. Patmsy. Of course this is the nature of the price-support 
program. 
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Mr. Naveuton. Could you not have regulations to prevent this? 
When you loaded quality wheat in an elevator, if you iamnied the 
same quality on loading out—— 

Mr. Patmpy. We do not want the wheat. 

Mr. Naveuton. Isn’t that mill going to have a large quantity of 
quality wheat whether you pay storage on it or not ? 

Mr. Patmpy. What you are saying is that he can mill anything 
but he may want this lot enough to be willing to pay the difference. 

Mr. Naventon. Have you ever gone into the situation to see if your 
regulations could be changed so that instead of CCC paying storage 
payments on much of the milling industry’s inventories that you put 
them back where they were before when they were on a free market ? 

Mr. Patmpy. That was one principle of our payment-in-kind pro- 
gram. Traditionally until September 4, 1956, CCC was doing the 
exporting of wheat from this country. At that date, which is now 
4 years ago, we put a policy in effect that the major part of the wheat 
crops to leave our shores must originate from free stocks. What this 
has done is throw the demand of the whole export market on the free 
market along with domestic milling demands. So we have forced 
the price up—we have some fairly good figures on this—so that it has 
forced the people who need wheat, either the mills or the exporters, 
togointhe open market. This has lessened the amount going through 
CCC’s hands. This was one change not only in policy but in operation. 

Other than this, in answer to your query further, I have looked at 
our uniform grain storage agreement and for the life of me I do not 
think we should penalize the user, in this case the mill. 

There is one thing more you must remember. Consistent with 
what I said was mill demand, at this time of year is just the result of a 
cold calculation on their part. If they are sinned sure the amount 
of wheat they want is unlimited they will have to analyze to see if it 
is cheaper for them to buy their stocks of wheat now or let. the CCC 
carry it and next summer pay us 105 percent of support plus carrying 
charges. Now, grant that we have free interchangeability, without 
the commingling we would have a great spoilage scandal whereas 
today our grain is in excellent shape. 

Mr. Naucuron. If you have grain sitting in a warehouse 2 or 3 
years—just sitting there—do you feel you would have a scandal! ? 

Mr. Patmpy. Yes, and mills can do the best job of rotating because 
they will keep the stocks fresh. 

Mr. Naveuton. Do you know how many warehouses or coal bunkers 
on the west coast have had Government grain in storage 2 or 3 years? 

Mr. Patmpy. Not offhand. We could check. 

Mr. Navewton. You have quite a bit where you put wheat in old 
buildings and it has not been moved. 

Mr. Patmey. We have those gentlemen under contract. They may 
get hurt, but there are two or three things different about the Pacific 
Northwest and that is why you won’t hear us use the term “noncon- 
ventional storage,” because I don’t know what it means. Grainmen 
cannot distinguish between nonconventional and conventional storage. 
Wheat being harvested in the Northwest is very dry. The same with 
the barley crop. We have excellent results with storage out there. 
It is different from in the East. Because of the favorable conditions 
we don’t even have much aeration out there. 
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Mr. Navenron. You do not have much wheat there either ? 

Mr. Patmpy. Something like 5 million and the oldest is about 8 
years old. 

Mr. SmitH. Did I understand if you do not commingle wheat it 
will spoil over a number of years. 

Mr. Patmpy. No. The basis and the great advantage of having a 
commingled contract is that the warehouseman issues us a receipt 
and, particularly when our inventory is as large as it is now, we, for 
all practical purposes, can forget about it, whereas if it is in dead stor- 
age we know in time it will deteriorate. Actually, it is keeping better 
than it was thought it could. 

Mr. Suiru. A large portion of the operators do not commingle ? 

Mr. Patmsy. Weare talking about wheat now ? 

Mr. Suir. Yes. 

Mr. Patmsy. If you are questioning the situation in Iowa, I know 
there is a great deal of corn in dead storage. 

Mr. Smiru. I mean in the smaller elevators. 

Mr. Patmpy. I do not agree. There has been a fair amount of 
wheat rotated year after year. 

Mr. Surry. You are not claiming that those who have not com- 
mingled or rotated their stocks have spoiled grain ? 

Mr. Patmpy. No. It is their responsibility though. 

Mr. Smiru. So you are not hurt either way ? 

Mr. Patsy. No, but I am satisfied that under a contract with the 
commingling we are fully protected. 

Mr. Smiru. Are you not protected whether there is commingling or 
not ? 

Mr. Patsy. Yes. 

Mr. Naventon. Are you not fully protected if it is in a Government 
storage warehouse? Are you not as protected as if you have wheat in 
a coal bunker on the west coast ? 

Mr. Patmpsy. No, sir, we are not. 

Mr. Naueuton. When it is loaded out it will be 3-year-old wheat re- 
gardless. The only difference is financial. If wheat becomes aged 
you cannot collect damages just because it is old. If it spoils CCC 
takes the loss? 

Mr. Patsy. If at the time of delivery the commodity office director 
deems that the wheat he delivered is not reasonably representative of 
that called for on the receipt it can be rejected. 

Mr. Navenron. Have you ever rejected any on that ground ? 

Mr. Patmpy. Yes. 

Mr. Naveuton. In the Burrus case, as I recall, the wheat was found 
to be unfit for human consumption. Was that rejected ? 

Mr. Patsy. No, we did not reject any of that. 

Mr. Navcuton. What is the value of the storage agreement if you 
take spoiled wheat anyhow? Here you have some unfit for human 
consumption and you paid a subsidy for the exportation of it. 

Mr. Paumpy. I have to remind you that this venture on the part of 
Burrus cost him about $14 million. 

Mr. Naveurton. I keep hearing that figure. 

Mr. Fountarn. How much did it cost the Government? 

Mr. Pautmpy. Nothing. 

Mr. Founrarn. Collected every dollar owed you? 
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Mr. Paumpsy. Yes. 

As far as hearing figures, Mr. Naughton, these are actual costs. 
This is what it cost Mr. Burrus. 

Mr. Naveutron. How much did it cost us in lost markets because 
you shipped that wheat overseas? , 

Mr. Patmpy. I think we sold more wheat because of it. 

Mr. Navcuton. That is an interesting observation. 

Mr. Patmpy. The reason I say that is that there is a good demand 
in the United Kingdom and on the Continent for feed wheat. I have 
talked to some of the end users of this wheat. I do not like to see this 
kind of wheat leave our shores. Everybody likes to see the finest 
wheat leave our shores. 

Mr. Naventon. Why did you subsidize unfit wheat then? 

Mr. Patmpy. Each year we have some deteriorated Soft Red Win- 
ter wheat crop in this country because of harvest conditions in States 
like Ohio. Our exports of wheat to the United Kingdom particularly 
go up. Why is this so? Because they are after feed. There is a 
very real demand for low quality feed wheat, so it is my own conclu- 
sion that because we are supplying some feed wheat we exported more 
wheat than if we had not had it. 

To answer your question why did we subsidize it, we are directed 
by the Congress to subsidize wheat. 

Mr. Naveuton. Unfit for human consumption? 

Mr. Patmpy. It has never been spelled out that it should be for 
human consumption. There is not a man in the Department of Agri- 
culture, and I do not know of one anywhere else, who can define feed 
wheat versus milling wheat. The International Wheat Agreement 
does not recognize it. I have sat with the best authorities in the 
world on wheat 

Mr. Naveuton. We are not talking about the difference between 
milling wheat and other types. We are talking about the difference 
between sound wheat and wheat unfit for human consumption. 

You paid 75 to 80 cents a bushel subsidy on unfit wheat from Burrus 
tents. 

Mr. Patmpy. I would not know the exact figures. 

Mr. Naueuron. About 75 cents, is it not ? 

Mr. Patmpy. Our actual subsidy figure has been running each 
year on the average at about 68 cents. 

Mr. Naveuron. How many bushels of unfit wheat were shipped 
overseas from the Burrus tents? Ten million? 

Mr. Patsy. I do not know. I could not define unfit, in the first 
place because 

Mr. Nauveuton. You havea definition, I am sure. 

Mr. Patmpy. I am sure the end users of this wheat as they have 
described it to me milled that which was most suitable and they had 
their eyes wide open. They knew exactly what they were buying. 

Mr. Naventon. How do you know ? 

Mr. Patmpy. They told me so. 

Mr. Navenron. You have not interviewed everybody who bought 
that wheat? 

Mr. Patmpy. I have visited with the chief end users. Of course, 
to further answer your question, I have a great amount of respect 
for those, particularly in the United Kingdom and on the Continent, 
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who buy our grain. They have their eyes open. They know what 
they are getting. 

Mr. Smiru. Did you say that—— 

Mr. Patmpy. One thing more: They bought all the Burrus wheat 
on samples. 

Mr. Naveuton. The Bunge Co. bought it on sample but to whom 
did they sell it? 

Mr. Patmsy. The end users bought it on sample. 

Mr. Nauveuton. Are you sure of that? 

Mr. Patmpy. Yes. 

Mr. Navecuton. That was not my information. 

Mr. Patmpsy. If I am wrong, I would be happy to correct the record 
on that. 

Mr. Navucuton. I wish you would. See whether you can produce 
the name of every end user. 

Mr. Patsy. I did not profess to be able to furnish you the end 
users. 

Mr. Naueuton. How can you be sure the end users bought it on 
sample if you do not know their names? 

Mr. Patmspy. What we required was that the foreign buyer, the 
exporter, supply this to the foreign buyer on a sample basis. As to 
what the foreign buyer did, whether he supplied it to this end user 
or that one, that, of course, is impossible to supply. 

Mr. Nauveuton. Some of those exporters were the same ones in- 
dicted and convicted, were they not, in connection with illegal slug- 
ging of wheat cargos back in 1951 and 1952? 

Mr. Patmsy. I am not aware of this. 

Mr. Naueutron. Wasn't the Bunge Co. included in that? 

Mr. Patmpy. Bunge did the exporting on this. In no case that 
I am aware of were they the foreign buyers. 

Mr. Naveuton. They were the exporter ? 

Mr. Paumsy. Yes, sir. 

Mr. Smiru. Did you say that pushing this feed wheat into the 
international market increased our exports that year? 

Mr. Patsy. I think so, yes. 

Mr. Smiru. Then why would you not do this in other years, too? 
Under section 32, you could push this as much for feed purposes as 
you want to. 

Mr. Patmpy. The best way I could answer that is by stating that 
no one is happy to see a farmer in Ohio get a heavy rain at harvest 
time and have his wheat badly colored, light test wheat, heavily dis- 
counted, because who gets hurt? The producer gets hurt. Who gets 
helped? The end user, the United Kingdom. 

I am convinced that if we have, say an extra 10 million bushels of 
wheat this year that is highly damaged, and it is made available by the 
producer, our exports will go up nearly that amount. 

Mr. Smiru. Is there any way that you translate wheat that you 
have in storage into this type wheat so that it would not hurt the 
other market at the same time? 

Mr. Patmsy. No, sir; there is not. That is why I said the Inter- 
national Wheat Agreement does not recognize feed wheat as wheat. 

Mr. Fountarn. Gentlemen, I think it is about lunch time. 

The subcommittee stands recessed until 2 o’clock. 
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AFTERNOON SESSION 


Mr. Fountarn. Let the subcommittee come to order and the record 
show that a quorum is present, consisting of Mr. Smith and the chair- 
man; Mr. Carlson is also here representing the minority. 

Mr. Goold, has your office made any investigation to ascertain 
whether the profits made by Mr. Corey through his dealings with 
Mr. Collins were related to Mr. Corey’s failure to take action to stop 
adulteration of grain in the Archer-Daniels-Midland Co. elevator at 
Vancouver ? 

Mr. Gootp. No, sir. We have not investigated the situation be- 
tween Mr. Corey and Mr. Collins in any way as yet. 

Mr. Fountarn. Is it true that the C. & I. report disclosing condi- 
tions at the ADM elevator was completed about the time Mr. Corey 
obtained his first stock in the California Malting Co. ? 

Mr. Gootp. I do not know. 

Mr. Naventon. Our information is it was about the same time. 
The report came in early in 1955 and I believe the first stock purchase 
was around May or June of 1955. 

Am I correct on that ? 

Mr. Gootp. The stock purchase was sometime between April and 
June. I do not know the exact date of the purchase but it was between 
April and June of 1955; yes, sir. 

Mr. Fountain. Do you know whether or not the Vancouver ele- 
vator is now being operated and has for some time been operated 
as a joint venture of Archer-Daniels-Midland and North Pacific Grain 
Growers ? 

Mr. Gootp. No, sir, I have no independent knowledge of that. 

Mr. Fountarn. Do you have any information on that? 

Mr. Navueuton. Yes, sir. 

A representative of ADM told me several weeks ago this was oper- 
ated as a joint venture. It is my understanding that that is cor- 
rect. 

Mr. Gootp. It may be; I do not know. 

Mr. FountTarn. Tinve you made any investigation to determine 
whether Mr. Corey’s partner at Three States Warehouse—W. A. 
Richards—is also the manager of North Pacific Grain Growers? 

Mr. Gooip. Yes, sir. I know that to be true. 

Mr. Fountatn. Do you have any information, or have you done 
any checking to determine whether or not that may have had any- 
thing to do with the treatment accorded the Vancouver operation ? 

Mr. Gootp, As I say, sir, matters relating to the Corey case, and 
growing out of it, I have not investigated because of the criminal 
implications. Because of the criminal implications of the case, it 
was turned over to the FBI and my office is not investigating. 

Mr. Fountaty. Do you know whether or not Mr. Corey was as- 
sociated with Mr. Collins previously either in Government employ- 
ment or in private business ? 

Mr. Gootp. Mr. Corey was previously an employee of Archer- 
Daniels-Midland at one time, as I recall his record. I am sure that 
that is right. Other than that association, I would know of none 
that he had. 
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Mr. Naucuton. Was that Archer-Daniels-Midland or Kerr-Gif. 
ford ? 

Mr. Gootp. He was with Kerr-Gifford. 

Mr. Naveuton. Was he actually with ADM ? 

Mr. Gootp. It is my recollection, Mr. Naughton, that he was. | 
am speaking from recollection, and if he was not, I will correct the 
record and make sure what it was. I know he was connected with 
Kerr-Gifford. It is my recollection that approximately in 1951 he 
was also with Archer-Daniels-Midland but I would have to check the 
report and let it stand that way. 

Mr. Naucuton. In that capacity, if he were so employed, he would 
have worked under Collins, I assume, or was he there at that time?! 

Mr. Goon. I think not. As I recall, his employment at that time 
was in Kansas City, Mo. He would not have been under Henry Col- 
lins directly because of that. 

(The Department of Agriculture later requested that the follow- 
ing letter be inserted in the record at this point :) 

DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
OFFICE OF PERSONNEL, 
Washington, December 5, 1960. 
Hon. L. H. Fountain, 
House of Representatives. 


DeEAaR CONGRESSMAN FOUNTAIN: On October 10, 1960, at hearings conducted by 
your subcommittee, the question was raised as to whether Mr. Earl C. Corey, 
former director of the Portland commodity office, Commodity Stabilization 
Service, had been employed by Archer-Daniels-Midland Co. I have checked our 
records thoroughly on this point, and find no indication that he was ever 
employed by that company. He was, however, an employee of the Kerr-Gifford 
Co. from July 1, 1952, to June 30, 1954. 

It is requested that this letter be inserted in the record for the sake of 
clarity. 

Sincerely yours, 
W. GEORGE GOOLD, 
Assistant Director for 
Security and Investigations. 

Mr. Founrarn. I believe reference has already been made to a firm 
called Ear] Corey, Inc. 

Mr. Gooip. Yes, sir. 

Mr. Fountain. At 1717 Southwest Park Avenue in Portland, Oreg. 

Mr. Gootp. Yes, sir. 

Mr. Fountain. Have you checked the operations of this firm to 
determine where its income came from and whether its clients may have 
received any favorable treatment from the Portland commodity office? 

Mr. Gootp. We have checked that it was dormant and from about 
1951 on, really except for a brief time between the time he left the 
Office of Price Stabilization and the time he came back in Government 
service, the Earl Corey, Inc., company was primarily a grain news- 
letter information service, and that was its prime source of income. 

Mr. Fountarn. Was there anyone else in that operation with him? 

Mr. Gootp. Hisson. 

Mr. Navcuton. I seem to recall that in the Senate hearings some 
reference was made to a check addressed to Earl Corey, Inc. 

Mr. Gootp. What you are referring to, Mr. Naughton, is to a gentle- 
man by the name of Roy Gould, no relation to me. 
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Mr. Naveuton. G-o-u-l-d. 

Mr. Gootv. Mr. Gould is president of the Diamond Lumber Co. 

He called Mr. Corey in the spring of 1956 and stated that he had a 
orain storage facility for rent. 
° Mr. Gould said it was built at the request of another firm and now 
they were unable to take it on lease. For that reason Mr. Gould’s 
company had looked for clients everywhere but could not find one. 
He asked if Mr. Corey could suggest anyone. 

Mr. Corey asked him if he had considered employing a finder to find 
a tenant for him. That was explored between the two of them for 
some little while and eventually Mr. Corey placed Mr. L. C. Smith, his 
other partner, in touch with Mr. Gould, and a contract did ensue to 
rent the facility. For this, Mr. Gould called Mr. Corey and asked to 
whom he was indebted for the client Mr. Corey furnished. 

Mr. Corey just passed it off, but after insisting two or three times by 
Mr. Gould, he said, “Write your check to Earl C. Corey, Inc.” 

Mr. Corey never cashed the check that was tendered and this is up to 
March 23 of this year, he had never cashed the check. I do not know 
if it has been cashed subsequently. 

Mr. Naueuton. Mr. Goold, does Earl C. Corey, Inc., have a present 
address in Portland ¢ 

Mr. Gootp. I think not. 

Mr. Naveuton. Has it had one in the last 2 or 3 years? 

Mr. Gootp. The last address I know of in Portland, or rather in 
Oregon, was in Salem, where his son was and not in Portland. The 
last address of the firm in Oregon was in Salem, Oreg.; not in Port- 
land, Oreg. 

Mr. Founratn. The subcommittee has been advised that Mr. Wil- 
lam Gee of Seattle, and a representative of the Archer-Daniels-Mid- 
land Co., testified as a defense witness at Mr. Corey’s trial and that the 
purport of their testimony was that Mr. Corey was not receiving spe- 
cial treatment when wheat was ordered shipped from Montana to his 
warehouse because ADM and Mr. Gee were ae receiving wheat from 
Montana in their warehouses. 

Are those reports correct ? 

Mr. Goon. Substantially. 

Mr. Fountain. What is the distance between the Montana point of 
shipment and the points out West to which the wheat was shipped ? 

Mr. Goorp. I would not know, sir, without checking. Most of that 
wheat that was shipped from Montana was sent to Spokane first for 
inspection and diversion and then out to various warehouses. Some 
few carloads were sent directly to Three States Warehouse but the 
exact, distances involved, I cannot tell you. 

Mr. Fountarn. Mr. Goold, in 1959, Mr. Corey received a superior 
service award from the Department. 

Mr. Gootp. That is correct. 

Mr. Founrarn. Who nominated Mr. Corey for that award in the 
Department ? 

Mr. Gootp. His superior, Mr. Frank R. McGregor. 

Mr. Fountarn. Who approved it? 

Mr. Gootp. It was sent on first through the Administrator of the 
Commodity Stabilization Service, Mr. Walter Berger, to the Depart- 
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ment Awards Committee and the Department Awards Committee 
sitting as a group, approved it. , 
_ Mr. Founrarn. I think the award probably indicates the reasons 
why it was made, but in order to get it in the record at this point, 
probably in a briefer form, I wondies: if you could tell us what con- 
siderations were taken into account in determining whether his ac- 
tivities merited the award. 

Mr. Goon. I can produce a file on that. I did not think to bring- 
it with me and I did not know it would be a.matter of testimony. 
The citation, of course, was for the manner in which the Portland 
office was run and the way the storage problems were handled and 
the movement of grain out of the Portland area. 

i aa you do not mind, I would like to check the file first and I will 
o that. 

Mr. Fountain. That is perfectly all right. 

Is there any evidence that you know of to show that the Department 
. say way disapproved of anything Mr. Corey did up until January 

Mr. Gootp. I would not be competent to answer that question, sir, 
because I was not his superior and I would not know. 

Mr. Founrtarn. Is there anything to indicate that Mr. Corey did 
anything contrary to doco policy except for owning part 
of the warehouse? 

Mr. Gootp. That is the only thing that has been brought to my 
personal attention. 

Well, let us make that a little broader. I feel that had we known 


of all of his personal holdings they would have been questioned ; yes, 


sir. 

Mr. Founrarn. In other words, that was just one of the items? 

Mr. Goorp. Yes, sir. 

Mr. Fountain. That was considered ? 

Mr. Goorp. Yes, sir. 

Mr. Founratn. If there is no objection, Mr. Corey’s nomination 
for a superior service award will be made a part of the record at 
this point. 

. Nomination for superior service award: Year 1959. 

. Name and grade: Earl C. Corey, GS-16. 

3. Name of agency: Commodity Stabilization Service. 

. Official headquarters: Portland, Oreg. 

5. Suggested citation: For outstanding effectiveness in guiding and directing 
the activities and assigned programs of the Portland CSS Commodity Office 
and for significant contributions to agriculture through his fine relationships 
with producer, warehousing, and merchandising groups. 

6. Supporting statement: Under the direction and leadership of Mr. Earl C. 
Corey, the Portland Commodity Office of Commodity Stabilization Service is 
responsible for storing, shipping and merchandising all types of grains, as well 
as processed commodities, acquired by the Commodity Credit Corporation in 
the western area of the United States, comprising the States of Arizona, Cali- 
fornia, Idaho, Nevada, Oregon, Utah, and Washington. 


A. GRAIN INVENTORY MANAGEMENT 


On July 1, 1957, the office had a grain inventory of 74,241,000 bushels, com- 
prised of wheat, barley, and corn, and 3,479,000 hundredweight consisting of 
grain sorghums, beans, and rough rice. This favorable situation was brought 
about by the fact that the largest grain export movement off the west coast was 
being brought to a successful conclusion. Dispositions, export and domestic, 
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amounting to 156,441,000 bushels of wheat, barley, and corn, and 
1,467,000 hundredweight of beans were handled during fiscal year 1956; and 
160,838,000 bushels of wheat, barley, and corn, and 3,922,000 hundredweight of 
beans and rice during fiscal year 1957. In the preceding months much concern 
had developed over the ability of agricultural, commercial, and governmental 
groups to meet the foreign need and demand for certain types of grain; to, 
handle the difficult transportation questions; and to coordinate the several 
aspects within USDA, involving CSS and FAS, ICA, and the trade. Also, as 
a result of this increased disappearance of commercial and Government stocks, 
a situation had arisen whereby considerable storage space in the western area 
was vacant. In the case of the white wheat this increased demand had pre- 
cipitated a rise in price which was out of relationship in regard to other classes 
of wheat. Modes of transportation such as truck and barge were given con- 
siderable impetus to compete with rail movement which had previously been, 
almost the sole method of grain movement. 

These forces posed problems in all phases of the agriculture economy from 
the producer, who was led to reexamine the methods of computing price supports. 
and to appraise his returns based on type of transportation available and 
relationship of the value of grain stored on the farm, at the local elevator, in, 
transit to terminal, and at terminal position; to the country elevator man, who, 
was confronted with trucking interest competing in the movement of grain 
direct from farm to terminal; to the inland mill posed with the probiem of 
stocks of grain moving out of normal channels of trade with possible major. 
inventory procurement difficulties which could result in shutting down of the 
mill due to stocks of grain not being available to him for milling purposes, or. 
put heavy financial demands upon him as a result of being forced to carry 
unusually large inventories; to the terminal operator, who found himself in the 
warehousing business to such an extent as to be competing with the interior 
elevator man who had traditionally furnished warehousing and merchandising 
services to the farmer and been the source of supply for export stocks. Mr. 
Corey, with his intimate knowledge of all phases of this problem, was able to, 
exercise exceedingly good judgment in the handling of Government stocks, 
thus alleviating to a large degree this abnormality which was being felt in all 
segments of the agriculture economy with no assurance that it was a permanent 
change. 

In this entire development, it was determined to be necessary to use ships 
of the “mothball fleet” for storage purposes. Under Mr. Corey’s expert super- 
vision, over 40 million bushels of wheat were stored in mothball ships on the 
Pacific coast. The grain was kept in such an excellent condition that there 
have been no losses for this operation. Also, baking tests substantiate that the 
grain still retained its baking quality. Groups, such as representatives of 
warehousemen’s associations, cooperatives, chambers of commerce, and educa- 
tional institutions, curious to view such storage, were encouraged to visit these. 
fleets and frequently commented that the grain stored in the mothball ships 
was in as good, or better, condition than other grain stored in commercial 
warehouses in the area. 

Also, as grain moved into domestic and export channels in large volume and 
commercial space became vacant, there was a need for these mothball fleet stocks 
to cover sales and there was pressure to have such storage facilities as moth- 
ball fleet ships withdrawn from use. Such extensive utilization of export facil- 
ities as was being accomplished presented a terrific challenge in order to co- 
ordinate the unloading of ships with other demands. This was accomplished 
under Mr. Corey’s guidance through maintenance of close relationships with 
Maritime Administration, ship operators, longshoremen unions, export elevator 
operators, and State grain inspection and weighing departments. These efforts 
culminated in the unloading of 128 ships. 

As the movement for export proceeded successfully, the result was inevitable 
the creation of additional or vacant storage capacity in the Portland area. Mr. 
Corey consistently pointed up this issue in concrete terms, dwelling on compara- 
tive costs of transportation and storage, on availability of suitable storage, on 
alleviation of overloaded storage conditions, present and prospective, in the 
Middle West and Southwest. He also called attention to the normal movement 
of wheat from western Montana to the west coast and to the utilization of Mon- 
tana barley by the Japanese, which should be emphasized by moving 
CCC stocks westward in order to be in position to meet this demand. As a 
direct result of these efforts, 61,219,000 bushels of wheat, barley, and corn 
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were moved to the west coast during fiscal years 1955 and 1956, for sales and 
for storage for subsequent sales—and 56,594,000 bushels of the same com- 
modities during fiscal years 1957 and 1958. Also, during fiscal year 1958, the 
first of some 37 million bushels of grain sorghums were started west for 
storage to alleviate a critical storage situation in the Midwest. Such activities 
have materially aided in making storage available to producers, in order that 
they could avail themselves of price supports and not be forced to place their 
commodities in the market. In addition, CCC did not have to secure storage 
bins to store these grains, commercial facilities were utilized advantageously, 
and stocks of commodities were available to meet export demands—thus mate- 
rially aiding in the surplus disposal programs. 


B. DELEGATIONS OF RESPONSIBILITY 


In guiding the activities of the Portland Commodity Office, Mr. Corey has 
been outstanding in his delegation of authority and assignment of responsibil- 
ities. This has resulted in a very high “esprit de corps” within his organization 
and in efficient and effective conduct of commodity office affairs. The work- 
joad in the Portland Commodity Office is subject to extreme fluctuations since 
it involves all types of grain, seeds, dairy products, beans, and rice—as well as 
the acquisition and transportation of numerous canned foods for school lunch 
activities and foreign and domestic donations. These fluctuations are caused 
by the nature of Commodity Credit Corporation activities, which are called into 
being when normal trade activities are unable to move production of agriculture 
commodities without undue loss to producers. Purchases and dispositions of 
dairy products varied from 94.5 million pounds during fiscal year 1955, to 57.8 
million during fiscal year 1956. The total quantity of wheat, barley, and corn, 
in the Portland Commodity Office’s inventory, as of July 1, 1954, 1955, 1956, and 
1957 was 90.7 million bushels, 179.3, 175.1 and 74.2, respectively. Employment in 
the office averaged 280 in fiscal year 1955, 335 in 1956, 333 in 1957, and 261 in 
1958. Accessions ranged during the same periods 192, 142, 126, and 65, respec- 
tively; while separations were 136 in fiscal year 1956, 156 in 1957, and 99 in 
1958. These fluctuations have demanded effective leadership in order to main- 
tain an efficient office. 


C. SERVICE TO OTHER COMMODITY OFFICES 


In an effort to maintain an efficient nucleus of personnel and promote efficiency 
in Commodity Stabilization Service commodity offices, he conceived and insti- 
tuted, in connection with the overall grain operation, a program whereby work 
transactions that were backlogged in other commodity offices were transferred 
to the Portland Commodity Office for accomplishment. This transfer of work 
resulted in the more orderly and systematic action on backlogs of work in other 
commodity offices and resulted in tangible and intangible benefits to the De- 
partment through proper utilization of trained personnel and more timely com- 
pletion of work in process. 


D. TRADE RELATIONSHIPS 


His comprehensive knowledge of agricultural production and price relation- 
ships in the West and in various foreign countries where he has traveled has 
established him as an authority. His relationships with the industry have been 
excellent. In the spring of 1957, a trade group requested that he accompany 
them on a trip to the Orient to investigate the possibility of exporting even more 
grains from the United States. He is constantly in demand to speak before 
various types of groups in the West and his advice and guidance are much in 
demand. The circumstances whereby West Germany, Holland, France, Belgium, 
or other European countries are securing bulk grains from west coast ports as a 
result of ocean transportation, quality of grain available, or other such circum- 
stances, are typical of the questions he is asked to discuss. Also, he is requested 
to give his analysis of the impact on U.S. agriculture when Asiatic countries 
deviate from previous methods of purchasing, change their demand for various 
classes of grains or withhold purchases. 

His exemplary trade relationships with warehousemen, millers, transportation 
groups, producer associations, and others, have been above and beyond that nor 
mally expected, due for the most part to his intimate knowledge of international 
agricultural relationships. By constantly working with the industry he has beer 
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successful in. having the industry provide sufficient storage space to store agri- 
cultural commodities in the West. As a result of his initiative, it has not been 
necessary for the Department of Agriculture to install grain bins to provide 
storage for western producers. 

E.. SUMMARY 


Mr. Corey, during the period in question, was operating in a most sensitive area 
of domestic agricultural policy execution. He was not only fully aware of the 
proad implications of his day-to-day operations in the domestic field, but in the 
international field as well. He was able in his area to knit together the several 
interests involved, and to assist materially in the fulfillment of policy objectives 
in the grain movement and merchandising area, without at any time imposing 


the power of Government upon the seasoned judgment of members of the agri- 
cultural and business community. 


Moreover, Mr. Corey was able to utilize his office and its resources to the maxi- 
mum extent, not only in the discharge of his assigned responsibilities, but also 
in the voluntary assumption, in a practical way, of the burdensome work process 
and program volume in problem commodities in other offices so as to benefit the 
agency as a whole. 

Mr. Navcuton. Mr. Goold, is the nomination which I think you 
furnished me, is that the same language as the award itself? Was the 
language in the nomination incorporated in the language of the 
award ¢ 

Mr. Goon. Yes; but it is much smaller. It is one paragraph of 
what isin the nomination. There is a place in that nomination which 
says that the citation shall read, and that is how the citation does read. 
If it is not there, I can furnish to you, exactly how the citation read. 

Mr. Fountain. Mr. Goold, the subcommittee through its counsel 
asked the Department to make available Mrs. Lena Higgins as a 
witness. 

Mr. Gootp. Yes, sir. 

Mr. Founratn. I understand she will not be here. 

Please tell us for the record why she will not be here. 

Mr. Gootp. Yes, sir, 

Mrs. Higgins, in effect, is no longer under the control of the Depart- 
ment. Two positions within the Commodity Office have been com- 
bined. Mrs. Higgins received a reduction-in-force notice and has en- 
tered on terminal leave, prior to retirement. 

Mr. Fountain. When did she receive the reduction-in-force notice? 

Mr. Gootp. It was some time during the week of September 28 but 
the exact date I do not know. It was during that week. Her last 
active day of duty was October 3. 

Mr. Fountain. Was she contacted about testifying? 

Mr. Gootp. Yes, sir; she was. We furnished her the exact language 
of the committee in inviting her to testify. Should I read the wire? 

Mr. Founrarn. Yes. 

Mr. Goon (reading) : 


Dear Mrs. Hicerns: I have been requested to deliver to you the following 
message: “In a letter dated October 4, 1960, from Hon. L. H. Fountain, chair- 
man, Intergovernmental Relations Subcommittee, House of Representatives, 
Committee on Government Operations, the following appears: “The subcom- 
mittee desires to have available as witnesses on Monday afternoon and/or 
Tuesday the director of the Portland commodity office, Mr. Sydney Harris, to- 
gether with Mr. Farnum White, presently Deputy Director, Programs, and for- 
merly Chief of the Storage Management Division, and Mrs. Lena Higgins. It is 
our understanding that Mr. White had supervisory responsibility for, and has 
knowledge of, approval of nonconventional facilities for storage in the Portland 
area during the past few years, and that Mrs. Higgins has been primarily re- 
sponsible for allocating grain to particular warehouses for storage. The sub- 
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committee wishes to take testimony from Mrs. Higgins concerning allocation of 
grain to particular warehouses for storage; it is also considered desirable that 
she be present since the subcommittee expects to take testimony concerning re. 
ports that her husband is the west coast traffic manager for the Continenta] 
Grain Co. It would be appreciated, therefore, if the Department of Agriculture 
will make the necessary arrangements for Mr. Harris, Mr. White, and Mrs, 
Higgins to be available as witnesses.’ ” 

“Tt is our understanding that the subcommittee has not issued a subpena for 
your appearance. The Department has informed the subcommittee that since 
you are now on terminal leave we are not in position to require your appear- 
ance. The matter of whether you voluntarily appear before the subcommittee 
is for your personal decision. However, we are prepared to return you to active 
duty for the purpose of providing you with transportation and per diem to 
facilitate your appearance if you so desire before the subcommittee at hearings 
in Washington, D.C., October 10 and 11. Please let us know your decision on this 
matter, and if you wish for this office to arrange tickets and hotel reservations.” 

This letter was sent to her by the director of the Portland com- 
modity office. 

Mr. Founratn. What reply did you get ? 

Mr. Gootp. We received a reply to the effect she was unable to ac- 
cept the invitation because of the illness of her father. 

Mr. Fountatn. Did she disclose the nature of her father’s illness? 

Mr. Gooitp. No; but we know he has had a continuing illness for 
the last several years, and it has been a matter of concern for some 
time. 

Mr. Fountain. You did afford her the opportunity of coming to 
testify without expense to her ? 

Mr. Gootp. Yes, sir; we did. cae) - 

Mr. Fountain. Mr. Goold, is it true that Mrs. Higgins, until just a 
short while ago, as you have explained, was the person in the Portland 
commodity office who decided which warehouses would receive Gov- 
ernment grain for storage? s oe 

Mr. Gooxp. In effect she carried much of the responsibility for 
routing grain. . 

Mr. Founrarn. Is it also true that her husband is the west coast 
traffic manager for the Continental Grain Co.? 

Mr. Gootp. It ismy understanding that that isso. _ ; 

Mr. Fountain. Do you know how much the Continental Grain Co. 
receives annually in storage payments for Government grain stored 
in elevators in the Portland commodity office area ? 

Mr. Gooxp. I only know it to be a large amount, but the exact num- 
ber of dollars and cents, I do not know. : p 

Mr. Fountain. Our figures indicate that Continental received more 
than $2 million in storage payments from the commodity office during 
the first 7 months of 1960; is that right, Mr. Naughton ? 

Mr. Naveuton. That is right. These were just payments over 
$50,000 and if there are some under that, they are not included. 

Mr. Fountain. In addition to storage, how much other business does 
the Portland office do with Continental rere ; 

Mr. Gooxp. I am sure that the volume of business is substantial. 
Continental Grain is one of the largest houses in the United States, in 
the world. , 

Mr. Founratn. Do you have any information as to how much of 
Continental’s transactions with the Portland office involve work done 
by Mrs. Higgins for the commodity office ? 

Mr. Gootp. No, sir, I do not. 
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May I, Mr. Chairman? 

Mr. Fountain. Yes. 

Mr. Gootp. Continue just briefly here. 

It has been pointed out that Mrs. Higgins is the wife of Mr. Higgins 
who does hold this position with Continental Grain. I might state 
that this has been so ever since she came with the Government many, 
many years ago. As far as the Department of Agriculture has been 
able to ascertain, she was progressed through the ranks to the position 
she now holds, similar to positions which she has held over the past 
10, 12, and maybe as much as 15 years. She has proved herself an able 
and effective public servant. We have found nothing that would in- 
dicate that she has shown favoritism to any firm, one over another, 
and while we agree that the relationship might suggest some questions, 
nonetheless, I do want to make the statement that we know of no 
irregularity on her = to appear in the record. 

Mr. Fountain. Have you made any investigations along that line? 

Mr. Gootp. There have been some limited investigations; yes, sir. 

Mr. Naveuton. Mr. Goold, is not your feeling that there was no 
favoritism shown based upon the fact that you received no complaints 
from other grain companies that favoritism had been shown to Con- 
tinental ? 

Mr. Gootp. Not solely, but that is a very important factor that 
should be mentioned, because as you know, grain companies like to 
be treated equally. 

Mr. Navueuton. Suppose all of them were favored over the tax- 
payers? Who would complain then? 

Mr. Gootp. I do not know how all could be favored equally over 
the taxpayers. I would be the last to say that the grain storage 
programs are against the taxpayers’ interests. 

Mr. Naveuton. If the grain companies have grain shipped from 
the Midwest to the Pacific coast to fill their warehouses, while the 
taxpayers’ bins are left empty in the Midwest, and the taxpayers have 
to pay two or three times as much for the warehouses as for bin stor- 
age, plus the transportation costs, it seems to me the grain companies 
have a better deal than the taxpayers. 

Mr. Gootp. This question is not just that simple. There are many 
factors that go into the determination of when grain is moved, why 
it is moved, where it is stored, and why it is stored there. It 1s not 
just a simple statement as you have just put forward. 

Mr. Smiru. Does that come under your Department? 

Mr. Goon. No, sir, it does not. 

Mr. Palmby would answer that. 

Mr. Fountarn. Do you want to add anything? 

Mr. Patmsy. I would like to add to this: I know the hours that 
this committee has spent and they worry with us on the great respon- 
sibility of routing this grain. I remember so well the good state- 
ments made here and what Mr. Goold has said about Mrs. Higgins 
is true. I have this to add. She has been held in high regard out 
there and many people since the Corey incident have come in to me 
and personally taken the time to comment on how they have respected 
Mrs. Higgins. Certainly I would want the record to show that I 
said that the many people who know her out there have held her in 
very high regard. I further would like to say that if there is any 
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evidence to the contrary that this committee has we would certainly 
like to see it because we are very interested. 

Mr. Gootp. Mr. Naughton is aware of that because we have dis- 
cussed this before and have asked for that. 

There is one other thing. I just checked with Mr. Harris and if 
I may state at this time while we are considering this case, Mrs. 
Higgins has had nothing to do with decisions to move grain from 
one area to another. She merely routes the grain after the decision 
is reached elsewhere that it be moved. 

Mr. Founratn. Who makes the decision to move it from one area 
to another? 

Mr. Pautmsy. Those decisions have been made in Washington. 

Mr. Fountain. Who makes those decisions in Washington ? 

Mr. Paumpy. If they are of a minor nature and follow within an 
established policy, they are made quite often in the Grain Division. If 
it consists of a policy change, they generally are made in the Admin- 
istrator’s Office, after consultation with the specialists that we have 
in CSS. 

Mr. Smiru. Is Montana under that? 

Mr. Patmpy. Under the Minneapolis commodity office. 

Mr. Navucuton. After the grain was shipped from Montana to 
Spokane, then it was up to Mrs. Higgins to decide where it went 
from there? 

Mr. Gootp. That is right. 

Mr. Naveuton. I should make it clear we are not talking now about 
any particular person, but about the policy of having the wife of an 
official of a grain oompeny in any position such as that, whether that 
is good policy. We will get into specific instances later. 

Mr. Patsy. It is the responsibility of the director of the Port- 
land office, or whoever he is, to take the responsibility to allocate the 

rain. 
"Me PAaIaSRON, Did Mr. Corey assign this responsibility to Mrs. 
iggins? 

Mr. Gootp. Yes; she had that among her duties. 

Mr. Naveuton. Was he vepeieiie for promoting her to this 
position ? 

Mr. Gootp. No; he was responsible for giving her a grade realloca- 
tion to the same position she held long before. 

Mr. Naueuton. Had Mrs. Higgins worked with Mr. Corey prior 
to joining the Commodity Stabilization Service? 

Mr. Gootp. No, sir; I think not. That is where they met, when 
Mr. Corey came to work for the CCC when it was under RFC in 1940. 
— Higgins was already there. I think that is where they prob- 
ably met. 

Mr. Fountain. How long had she been in the position she occupied 
when the reduction-in-force notice went out ? 

Mr. Gootp. Many years, more than a decade. That is a position 
with the same responsibilities. It may not have been the same by 
job title or by salary. 

Mr. Fountarn. But basically, the same responsibilities ? 

Mr. Goon. Basically the same responsibilities. 

Mr. Fountain. Has the Department made any investigation? As 
I say, these questions are not designed to infer anything is improper 
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but we are trying to determine whether Continental had received any 
preferential treatment or the advantage of inside information in its 
dealings with CCC. ; i 

Mr. Gooxp. Up to this time specifically as it pertains to the situa- 
tion, no. 

Mr. Fountain. How long has the Department of Agriculture, inso- 
far as Washington officials are concerned, been aware of the fact that 
Mrs. Higgins’ husband was an official of the Continental Grain Co.? 

Mr. Gootp. Since, I think I am accurate, April of 1960. 

Mr. Founratn. Do you know how long he has been an official of the 
company ¢ 

Mr. Gootp. Many years; but the exact number I donot know. 

Mr. Founrarn. Was Mrs. Higgins’ resignation a routine matter ? 

Mr. Gootp. We would consider this, sir: The jobs were combined 
to improve the efficiency of the service. It was her election that she 
retire. She was offered a different job through reduction-in-force pro- 
cedures but she elected not to take it and retired. 

Mr. Fountatn. Does the Department have any feeling concerning 
the appropriateness or lack of appropriateness for her to have been in 
that type of work in view of her husband’s position and the respon- 
sibilities which she had ? 

Mr. Gooxp. I am sure that if such a case were presented to us today 
and the full facts known at the time, such an appointment would 
not be made. 

Mr. Smrru. Do your procedures now call upon your applicants, in 
filling out their applications, for such facts as these which then come 
to light ? 

Mr. Goorp. In responsible positions, yes; this would come to light. 
In lesser positions, the form 57 which is the standard Federal Govern- 
ment application form, would not disclose this. 

Mr. Smrru. If they came to work in a lower position and then were 
promoted later, this would not come up? 

Mr. Gootp. This was known in the Portland office and I might say 
her husband held this position and I am sure that locally, our relation- 
ships with the trade being what they are, we would know of it if it 
came up. 

Mr. Smirx. But you did not know in this case? 

Mr. Gootp. The Washington office did not know. 

It was known, however, in the Portland office. 

Mr. Navcuton. Mr. Goold, earlier you were talking about your in- 
ternal audit procedures and inspection procedures. Would they not 
pick up something like that if they were looking for that sort of thing? 

Mr. Gootp. Not necessarily, because internal audit procedures do 
not necessarily go into the background of each and every employee, 
his relatives, connections, and so forth. Internal audit is designed to 
catch program wrongdoing. Now, internal audit should catch very 
definite favoritism to one grain house over another, and if she had 
shown Continental favoritism over another, internal audit should have 
picked that up and we would then look into it. 

_Mr. Naveurton. Did internal audit ever complain about transac- 
tions with Continental ? 

Mr. Gootp. Not to my knowledge. 

Mr. Navcuton. You have never looked at their reports? 
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Mr. Gooip. None of them are referred to my office where they con- 
tain personnel applications. 

Mr. Naveuton. You did not receive the reports complaining about 
using the Long-Bell lumbersheds in Longview, Wash., operated by 
Continental Grain in preference to using Government-owned ships 
which were much cheaper storage? 

Mr. Gootp. Mr. Naughton, where they are considered to be strictly 
program matters, they a not get referred tome. I think Mr. Palmby 
would like to comment on that. 

Mr. Fountain. Mr. Palmby? 

Mr. Patsy. The comment I would like to make is this: Just look- 
ing at a husband-wife combination, this is more personnel matter than 
a program matter, but I am sure the Civil Service Commission would 
not cast a shadow over an employee because her mate or his mate had 
a job in a given industry. Here, again, I say I have not met this em- 
ployee, but I think the very fact that we make statements that she 
is married to a man who has a job in a firm with which we do business, 
and we play it up is throwing a shadow on this person. I say we 
have no basis to ~ this. It makes me uneasy when we make these 
rather blanket statements attempting to cast a shadow on a person. 
There is nothing that would get employers of Government people, 
nothing would get us in trouble with the Civil Service Commission 
more. I do not quite get the point. 

Mr. Fountarn. Mr. Palmby, I do not want anybody making blanket 
statements casting shadows. I do not think any questions are in- 
tended to do that. I think they are intended to find out whether or 
not the Department knew of this situation and what steps, if any, 
were taken to eliminate the possibility of such an employee being placed 
in an embarrassing situation, such as transfering them to some other 
type of work, which would not put them in a position where someone 
could come to the conclusion that something was wrong in the absence 
of some evidence to the contrary. That is the reason I asked how 
long it had been known that she and her husband occupied their respec- 
tive positions. 

Mr. Naveuton. Mr. Palmby, you would recognize, would you not, 
that there are times when the Commodity Credit Corporation—which 
might be the buyer or seller on the one hand, or the renter of space— 
when the interests of the public as represented by the Commodity 
Credit Corporation and the interests of the grain trade, or a specific 
grain firm in particular dealing with the Commodity Office, are ad- 
verse, would you not? 

Mr. Patmsy. They are two parties to a contract. 

Mr. Naventon. You would treat them at arm’s length? 

Mr. Patmpy. We always do, as with any two parties to any con- 
tract do. This does not mean that they have distrust of the other, 
but they handle one another as a business transaction. 

Mr. Navenrton. In other words, your loss is their gain and vice 
versa ? 

Mr. Patopy. I think that is a right statement. 

Mr. Navenron. You cannot get on grounds of familiarity with 
them if you are going to run a really clean shop; can you? 

Mr. Patsy. It does not mean, on the other hand, that everyone we 
have a contract with is out to get the Government or vice versa. 
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Mr. Nauveuton. No; I do not mean to imply that everyone is trying 
to skin you, but I think you have to take the precautions that a reason- 
able man would take. 

Mr. Patmsy. Yes; I agree with that. 

Mr. Naveuton. If you were in business, would you hire the wife 
of an official of one of your biggest competitors to handle your trans- 
actions with that competitor ? 

Mr. Paumsy. I would not be able to say I would not. I think you 
would have to know the situation at the time. 

Mr. Naveuton. This Government has to operate on rules and not 
personalities, I think. 

Even if you think a person is honest and perfectly trustworthy, 
don’t you think you are putting him in a spot where he should not be? 

Mr. Patsy. I think we both agree on that and we have stated that. 
The point is that we still have not turned up anything here that would 
lead us to believe that there was disloyalty or there was unfairness. 
If there is any, I repeat again, we are most anxious to have the details. 

Mr. Naveuton. Without making accusations, how deeply have you 
dug? 

Mr. Paumpy. Mr. Goold has covered the matter up to this point. 

Mr. Naveuton. You have made no investigations ? 

Mr. Gootp. That is not to say that the situation has not been inves- 
tigated. You asked whether or not we made an investigation. I am 
sure that the relationship being what it was, that her situation did 
not go unconsidered when the Teeaee case was being investigated in 
the Portland office. Had there been anything of a shocking nature, 
Iam sure it would have come to our attention. It has not. 

Mr. Naveuton. Have you discussed this with the Justice Depart- 
ment as to what their investigation covered and did not cover? 

Mr.Gooip. Yes; indeed. 

Mr. Naveuton. Did they make an investigation then of this sit- 
uation ? 

Mr. Gootp. Concerning Mrs. Higgins, as I said, “No.” AsI say, as 
to the situation of the whole office, you cannot have an investigation 
of a director of an office without having it affect the whole office. 
Certainly the entire operation of the office is the director’s responsi- 
bility. In investigating the director, they certainly would look at the 
operations of all personnel and what is going on in the area. 

Mr. Navenron. Do you feel that you are proscribed from taking 
any action yourself to see whether or not you need to tighten up your 
—— one matter may have been referred to the Department of 
Justice ¢ 

Mr. Gooxp. In a matter where there is criminal wrongdoing and 
where the lines may be as broad as they are in this particular case, 
until I receive a closing report from the agency that is primarily re- 
sponsible for the criminal aspects, I do not feel I should cover the 
same ground. This is for many reasons. I do not want to confuse 
any evidence they may find. I feel the criminal provisions take 
precedence over our program provisions right at this time. I cer- 
tainly do not want to confuse any evidence they may be working on 
at the same time. This often happens when there are two investi- 
gating agencies pursuing the same matter at the same time. 
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Mr. Naveuron. Of course, I think that maybe the important mat- 
ter here is not just punishing those caught. The Portland office is 
spending perhaps $200 million of the taxpayers’ money each year and 
it seems to me that there is a definite interest 

Mr. Goorp. I am sure that the people responsible for running the 
programs in the Portland office are looking after the taxpayers’ money 
as best they know how. , 

Mr. Naveuton. How sure are you? Do you check -audit reports? 

Mr. Gootp. I know the individuals involved. 

Mr. Naveuron. Do you know what they have been doing? 

Mr. Gootp. Yes, sir; I do. I know at this time they are working 
full well to protect the interests of your dollar and mine that we put 
into taxes. 

Mr. Naveuton. We will have an opportunity to go over that the 
rest of the afternoon. 

Is it correct that Mrs. Higgins was a defense witness at Mr. Corey’s 
trial and testified in effect that she had been responsible for the allo- 
cation of more than a million bushels of wheat from Montana into the 
ae being operated by Mr. Corey, Mr. Richards, and Mr. 

mith? 

Mr. Gootp. That is, in substance, right. 

Mr. Naveuton. What was Mrs. Higgins’ testimony in respect to 
the circumstances involving these telegrams to the Minneapolis office 
and the direction of grain for storing in 

Mr. Gootp. I do not recall specifically. If you would care to nar- 
row your question, I might remember her answer, but on the broad 
general basis, I do not. 

Mr. Nauveuton. Was it considered usual that during this period of 
1956, when I understand many warehouses were being emptied, that 
over a million bushels of grain should be allocated to a rather unde- 
sirable facility in Portland from the standpoint of high switching 
charges ? 

Mr. Goon. I do not recall any question or testimony on her part 
on this in the Corey trial. 

Mr. Naveuron. She did testify she was responsible for the alloca- 
tion ? 

Mr. Gootp. Yes, she did. 

Mr. Navueutron. There was no examination as to whether this was 
the usual type of thing to be doing in the normal course of business? 

Mr. Gootp. Yes, there was. 

Mr. Naueuton. What was that? 

Mr. Gootp. She was asked if she handled this in the normal course 
of business and she stated she did. 

Mr. Naveuton. How many other warehouses did you examine in 
this situation involving the shipment of grain from Montana at that 
time to see how many other warehouses were receiving large 
amounts 

Mr. Gootp. Are you talking about the trial ? 

Mr. Naveuton. Your investigation of the trial. 

Mr. Gooitp. We do have a report on what grain was where, yes. 
We do. 

Mr. Naveuron. I wonder if we could have a copy of that? 

Mr. Gootp. I do not have it before me and I will have to provide 
it to you, but I can do that. 
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(Mr. Goold subsequently provided the subcommittee with a copy 
of material prepared for the subcommittee at its request in 1959 by 
the Portland commodity office showing in-and-out movements at a 
number of nonconventional facilities in the Portland commodity office 
area during the period from June 30, 1956, through October 15, 1959.) 

Mr. Naueuron. I asked before whether Mrs. Higgins had ever 
worked or been associated in business with Mr. Corey before joining 
the Portland commodity office. 

Mr. Gootp. They were both employed there. First he was in a 
subordinate position. I do not believe he has ever been subordinate 
to Mrs. Higgins, but he worked there before he became director. He 
became director in April of 1941 and served as director until.1946, 
when he resigned Government. He was out of Government then for 
some little time. Mrs. Higgins worked with him, of course, in the 
Portland office during that entire time, and then again in 1955 when 
he became director of the Portland office they worked together again. 
That is the only relationship I know that they have had as employer- 
employee, or coemployees. 

Mr. Naveuron. I believe Mr. Corey worked at one time for the 
Farmers National Grain Corp. 

Mr. Gootp. Yes, he did. 

Mr. Navueuton. I note that according to her application for Fed- 
eral employment, Mrs. Higgins also worked there. 

Mr. Gootp. That may be. 


Mr. Naucuton. Do you know whether these times coincided ? 
Mr. Gootp. If that was so, that would be in the 1930's. 
Portland from June 1931 to May 1937 and Mrs. Higgins worked for 


Mr. Henry W. Collins, vice president of Archer-Daniels-Midland be- 
fore she worked for the Portland office? 

Mr. Gootp. I have no independent knowledge of that. 

Mr. Navueuton. According to the information we have here, she was 
employed by Archer-Daniels-Midland from October 1937 to sometime 
in 1938, and the manager was Mr. Henry W. Collins. Apparently 
Mr. Collins was also manager of the Farmers National Grain Co., in 
Portland from June 1931 to May 1937 and Mrs. Higgins worked for 
him at that time. 

Do you know who Mrs. Higgins listed as references when she ap- 
plied for a Federal job? 

Mr. Gootp. I think she listed Mr. Richards, Mr. Earl Corey, and 
Mr. Collins. 

‘ Mr. sneeanete Mr. Richards was Mr. Corey’s partner at Three 
states ? 

Mr. Gootp. Yes, sir; but that still does not mean that she is guilty 
of any wrongdoing. 

Mr. Naventon. I did not say so. 

Mr. Founrarn. I think the witnesses are doing more inferring of 
that than the members of the committee are. 

Are they the same three people who own the lumber shed ? 

Mr. Gootp. No, sir. 

Mr. Navueurton. Mr. Collins was not. Mr. Collins is the Pacific 
coast vice president of ADM. 

Mr. Founratn. Mr. Goold, how many persons are there in the Port- 
land office holding jobs where their actions might conceivably bene- 
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fit firms doing business with the office other than normal benefits in 
the course of trade negotiations? 

Mr. Gootp. If I understand your question correctly, how many 
er are there in the Portland office where their actions might 

nefit—— 

Mr. Fountain. Yes. 

Mr. Goorp. I would have no exact knowledge, Mr. Fountain. I 
feel that there may be as many as 20. There may be more than that. 
I think Mr. Harris could better answer the question. 

Mr. Fountain. We will have him a little later. 

Mr. Gootp. All right, sir. 

Mr. Founratn. Your regulations prohibit or discourage undue so- 
cial familiarity with representatives of firms dealing with the Port- 
land office by employees who might be able to influence awarding of 
business to such firms? 

Mr. Gootp. Yes, indeed, they do, sir. 

Mr. Founta1n. Were they read this morning ? 

Mr. Gootp. Yes, sir. e have inserted them in the committee 
record. 

Mr. Founratn. As I understand it, Mr. Corey was convicted of 
violating a statute SS a Government employee from trans- 
acting Government business with a business entity of which he is an 
officer or is directly or indirectly interested in the pecuniary profits 
or contracts of such business entity ; is that right ? 

Mr. Gootp. That is right, yes. 

Mr. Founratn. Would you please define for us and for the record 
what you consider to be the extent covered by the term “indirectly 
interested” ¢ 

Mr. Goon. Directly or indirectly interested ? 

Mr. Fountatrn. In other words, what types of interest do you feel 
are covered by this term and what types not covered ? 

Mr. Gooxp. I feel, sir—and this may be subject to correction since 
this is my own interpretation of it—if someone close to him, his wife, 
child, brother, has an interest in the pecuniary profits of an organ- 
ization where he may have a beneficial interest as an heir or assignee, 
or something of the profits and not directly himself, that is my offhand 
view of it. 

Mr. Naveuton. Mr. Goold, do you know whether Mr. Higgins 
arrangements with Continental call for a bonus? 

Mr. Gooip. I have no knowledge of that. 

Mr. Navueuton. You have no way of knowing whether or not his 
compensation may have been increased depending on the amount of 
coe. grain which was allocated to Continental warehouses for 
storage ? 

Mr. Gootp. I certainly have no knowledge of that. As traffic 
manager, it would seem that filling the warehouses would be some- 
what far from his field of operation, but I do not know. 

Mr. Fountatn. What are the duties of a traffic manager? 

Mr. Goorp. A traffic manager normally would see that grain is 
routed expeditiously with as little cost to the company as possible in 
transit, switching, and so forth, of the grain. 

Mr. Founrarn. A private concern’s responsibility and_ prestige 
would depend on how close the man happens to be to topside in;that 
particular enterprise, is that right ? 
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Mr. Gootp. It would be. 

Mr. Naveuton. Was he handling the same kind of a job for the 
Continental as his wife was handling for CCC in the movement of 
grain ? 
~ Mr. Gootp. Frankly, without comparing their duties, I think that 
anything I would say would be pure speculation. 

Mr. Naveuton. Since your regulations prohibit even undue or 
frequent social contacts between persons who are dealing with in- 
dustry and the representatives of the industry, isn’t the situation of 
a husband and wife completely beyond the pale of that kind of a 
regulation ? 

Mr. Goon. As I testified here before, Mr. Naughton, if this were 
up for appointment today, we would not make the appointment. 

Mr. Navuacuton. The technical procedures for reduction in force 
were followed. If Mrs. Higgins did not have a husband in the 
employ of a grain company would she still hold her employment ? 

Mr. Goon. I do not know. She still could be an employee of the 
Department today. She was offered another job but she elected to 
retire and not take another job. She was not forced out in any way. 

Mr. Naveuton. Was there evidence that her job was not essential ? 

Mr. Gootp. The action was taken to improve the operations in the 
office. As long as she was in the job and until we decided we should 
streamline, certainly her job was essential. We feel that we can oper- 
ate more efficiently as it is now set up. 

Mr. Naveuton. Do you feel that you are likely to have less grain 
shipped out from Montana now ? 

Mr. Gootp. I do not know. I do not think this will have a whole 
lot of influence on the question one way or another. 

Mr. Fountain. In view of your statement a few moments ago that, 
had you known of the relationship you certainly would not have em- 
ployed someone in those circumstances, I assume that when you dis- 
covered that, you certainly would not have kept her under those cir- 
cumstances ¢ 

Mr. Goon. I think that is a fair assumption. 

Mr. Fountarn. I would like to say at this point that, to agree with 
those of you who have testified, it certainly puts the employee in an 
embarrassing position, and it certainly is subject to being questioned 
by a lot of people, maybe unjustifiably, but I do not think that rela- 
tionship in and of itself shows any wrongdoing. 

Mr. Goon. Yes, sir. 

Mr. Founratn. I think other things would have to be shown. 

Mr. Gooxp. I think that is basically our position. 

Mr. Founrarn. I think that as a matter of policy, it is bad. 

Mr. Gootp. Yes, sir. That is basically our position. 

Mr. Naucuton. At the same time it should be very clear that the 
fact that a person may not be suitable for certain Government posi- 
tions because of relationships they have is in no sense a criticism of 
the individuals. 

Mr. Gootp. Very true. While they may be suited for one job, they 
may not for another. They may be suited for one position and not 
be suited for another. 

Mr. Naveurton. Is it pretty clear now that we do not have to worry 
about the Department of Agriculture hiring close relatives of some 
other grain firm official to handle allocations? 
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Mr. Gootp. I hope that will not be done. 

Mr. Naveuton. In other words, if we find out about it, we just 
have to tell you? 

Mr. Gootp. I hope that will not be done and unless there are sit- 
uations that merit it in a particular given situation 

Mr. Naueuton. It is pretty hard to conceive of that? 

Mr. Gootp. You know you can never think of all the situations 
that can come up, can you ? 

Mr. Fountain. Otherwise, you would have discovered the rela- 
tionship of the two to their respective jobs which I understand you 
did not discover until this year? 

Mr. Gootp. That is true. 

Mr. Navueuron. Do your policies and regulations concerning possi- 
ble conflicts of interest apply to temporary as well as permanent 
employees? 

Mr. Gootp. They apply to any employee who falls within the 
criteria of the Secretary’s memorandum, whether they be temporary, 
full time, intermittent or whatever. If they are in grade 13 or above 
or if they can influence the award of business or on behalf of the 
Government grant a privilege to a trade, they would be covered. 

Mr. Naveuton. Do they apply to consultants and experts? 

Mr. Gooxp. If they would fit the criteria they would, yes. 

Mr. Naveuton. Do you have any experts and consultants who fit 
the criteria ? 

Mr. Goon. Yes. 

Mr. Naveuton. What fields? 

Mr. Gooxp. Scientific fields that come to my mind right away, 
where they may be consulting, or on foot-and-mouth disease preven- 
tion. 

Mr. Naventon. Isn’t that actually a situation where there really 
isn’t a conflict of interest because they are not handling types of 
things where conflict would occur? 

Mr. Goorp. That is why I say if they fit the regulation they would 
be covered. If they are in position in influence the award of business 
they would be covered. 

Mr. Naveuton. What about members of industry advisory com- 
mittees? Do your conflict-of-interest policies and regulations apply 
to members of industry advisory committees? 

Mr. Goo.p. May I state for the record a matter here? I would 
like to read, if I may, a statement that I prepared in regard to this 
subject. It is brief. 

Mr. Founrarn. Go right ahead, sir. 

Mr. Gootp (reading) : 

The present administration of the Department of Agriculture has followed 
the policy set by predecessor administrations of seeking advice of committees 
in many fields of the Department’s work. Advisory committees are consti- 
tuted to give the Department guidance in scientific fields, marketing, storage of 
agricultural commodities, conservation, et cetera. Efforts are made to keep the 
use of committees to an absolute minimum and their advice is sought only when 
it appears desirable in the public interest to get the views of groups who are 
affected by our work. Care is taken to select individuals who are eminent in 
their field, well versed in the particular area in which the committee will func- 
tion. Whenever committees are convened, they serve under the chairmanship 


or control of a Department representative and the Department prepares the 
items on the agenda to be considered. 
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Committees are not empowered to take action on behalf of their Government 
and the role is strictly advisory. The Department maintains an open-door 
policy with respect to committee information and when action is taken, after 
consideration of their recommendations and other factors, an immediate public 
announcement is made so that all outside groups may know of the Department’s 
action simultaneously. 

Upon the formation of the committee, all members of such committee are 
appraised of the antitrust statute and of the conflict-of-interest statutes so that 
they may know the nature of these laws and the relationship of the laws to their 
positions and the purposes for which the committee is formed. 

They are also advised that their service is to be in the public interest and not 
for private or personal gain. Over the years consideration has been given to 
ways and means of tightening the control of committees to prevent any misuse 
of information which may come into their possession during deliberations. 

Specifically, we have given consideration to the following three proposals: 
First, the proposal of having a committee member declare his outside interests 
and holdings at the time the committee is formed. We have rejected this pro- 
posal on the basis that the Department knows committee members at the time 
they are chosen. We know that they have holdings that are in the particular 
area for which the committee is being formed. If this were not so, the particular 
individuals would not be requested to give us advice because they would not 
have the background or experience necessary to make their advice profitable 
to us. 

It is the feeling of Department officials, that if such a strict requirement as 
this were imposed, it would be virtually impossible to recruit members of 
stature inasmuch as many would feel such a suggestion repugnant to them. 

It has been proposed that members of advisory committees be informed of the 
applicable statute cited above, that is, the antitrust and conflict-of-interest 
statutes, and also with Department regulations governing the conduct of its 
employees. 

This proposal further suggested that members be requested to sign a form 
indicating they understood the laws and regulations applicable to Government 
employees and further certified they agreed not to take action on information 
which may come to their attention until such information is released publicly. 
We have rejected this suggestion inasmuch as the latter part of the declaration 
would amount to nothing more than a statement by an individual that he is an 
honest man and he so certifies. 

The third proposal which has been made is that committee members be 
acquainted with applicable laws which may affect them as a result of their 
service on committees and execute a statement saying that they understand the 
statutes involved. As you can see from what I have said heretofore, that would 
merely formalize what we are already doing. However, it would have the 
advantage that it would give the Government a document on which to rely if 
there were a misuse of information in some way on the part of a committee 
member. 

One of the principal uses of advisory committees— 


and this is trying to relate it back to the purpose of your inquiry, Mr. 
Chairman, and it is in the Commodity Stabilization Service and it has 
to do with the grain storage advisory committee. 


This committee has been used on area and regional basis to obtain for the De- 
partment well in advance of crop harvest what storage capacity will be available 
in public elevators for storage of a new crop and what capacity will be available 
for storage of grain acquired by the CCC. The information thus obtained fills 
a basic need in planning in the CCC operations. It is obvious that the informa- 
tion of this type can be obtained only from the trade and the committee con- 
stitutes the means through which this is accomplished. 

We always try to be alert to ways and means of improving, in tightening, if 
necessary, and being helpful. I think it is fair to state that whenever one seeks 
information or advice from another he runs the risk that the individual from 
whom he seeks such counsel may betray his confidence and it is for this reason 
that we exercise utmost care in forming a committee, first, to make sure that the 
advice being sought is worth the risk and, secondly, that the individuals chosen 
are men of integrity who will not be apt to breach the public trust. 
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Mr. Navcuton. I take it, then, they are not subject to regulations? 
Rca Gootp. They are not subject to the same regulations as em- 
oyees. 
, Mr. NavucutTon. They are not subject to any regulations, are they? 
That is, except. what you described ? 

Mr. Gootp. They are subject to regulations governing the committee 
and, of course, the advice that is given them concerns the statutes and 
the emphasis that is placed-on their serving as citizens interested in the 
public business; certainly we hope it carries its message and prevents 
anyone from misusing any information that may come to his attention. 
It must be emphasized, Mr. Naughton, that. these people are strictly 
advisory. They can take no action on behalf of the Government. 
They do not know for sure what the Government’s position is going to 
be until final action is taken and in many, in fact most if not. all, 
instances privileged information is not a part of their deliberations. 

Mr. Navueuton. Mr. Goold, are you certain that they never get con- 
fidential information ? 

Mr. Goorp. I didn’t say never. 

Mr. Navcuton. You said “if not. all.” 

Mr. Gootp. Isaid most. I will stick by that statement. 

Mr. Naucuron. There are instances where they have gotten con- 
fidential information ? 

Mr. Gootp. I know of none, Mr. Naughton. 

Mr. Naveuton. I do. 

Mr. Goorp. Allright, sir. I don’t. 

Mr. Naveuton. I don’t have the information with me. I know it 
has happened. 

Mr. Gootp. I don’t. 

Mr. Naveuton. As a matter of fact, in at least one case the mem- 
bers were cautioned the information they were getting was confiden- 
tial so they should not disclose it to anyone outside the meeting. 

While they are subject to antitrust laws and other Federal laws 
with respect to general crimes, industry advisory committee members 
are not subject to the Federal law on conflicts of interest, the one 
under which Mr. Corey was convicted ? 

Mr. Gootp. Ordinarily no, because that statute applies to Govern- 
ment employees. However, there are broader statutes than that one. 

Mr. Naveuton. Conspiracy and things of that kind? 

Mr. Gootp. Conspiracy; there are others. Well, I would have to 
look that up. 

Mr. Fountain. These regulations which you referred to this morn- 
ing—is a copy of those regulations delivered to each employee ? 

Mr. Gootp. No, sir. There is a set of those regulations at each 
main installation where we have employees working. 

Mr. Fountatn. They are advised as to the regulations? 

Mr. Gootp. Yes, sir. We make available to all employees an em- 

loyee handbook which briefly outlines this information, but not in 
xetail which our bigger regulations do. It does, of course, advise 


the employees to seek advice whenever they have any question what- 
ever. This goes to all at once. We expect the information in our 
Department regulations to be implemented by the office managers in 
the local offices throughout the country and see that employees are 
adequately advised. 
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Mr. Fountarn. How long have you been distributing those 
manuals ? 

Mr. Gootp. For years, sir. Long before I came in the Department. 

Mr. Naueuron. Have you had many instances that you know of 
where members of industry advisory committees got into difficulty in 
their dealings with the Department ? 

Mr. Gootp. No, sir; I do not. 

Mr. Naveuton. There are some, aren’t there? You mean you 
don’t know of any ? 

Mr. Gootp. I would have to check the records, Mr. Naughton, to 
give you a fair response to that. 

Mr. Navcuton. Let me get this clear. You are the man who is 
checking for conflict of interest and watching these things? 

Mr. Gootp. That is right. 

Mr. Naueuton. And you don’t know of a single instance in which 
a member of an industry advisory committee has gotten into difficul- 
ties with the Government? Don’t you get reports on that? 

Mr. Gootp. In the Department of Agriculture, that is true, I do 
not. 

Mr. Naucuton. Are you aware, for example, one of the gentlemen 
who was serving on your Grain Export Advisory Committee was at 
the same time under indictment for defrauding the U.S. Government 
in connection with grain exports ? 

Mr. Gootp. That was before I came with the Department and I was 
generally aware of this case; yes. Of course, he was not in trouble be- 
cause of his serving on the Grain Export Committee. 

Mr. Naveuton. No; but he was advising you as to what policies 
you should follow, and here you picked a man who was under in- 
dictment for defrauding the Government. 

Mr. Founrarn. He said he didn’t pick him before he served. 

Mr. Navucuton. The Department did. 

Mr. Founrarn. He continued to serve for some time after that? 

Mr. Naventon. Until the committee was abolished. 

Are you aware that three members of the Cotton Export Advisory 
Committee were indicted for violation of antitrust laws ? 

Mr. Gootp. I am aware of that. 

Mr. Fountain. Was that before you got there, too? 

Mr. Goorp. Yes, sir, it was. 

Mr. Founrarn. All right. 

Mr. Naueuton. Let me go back. Of course, some of these people 
are still serving on the advisory committees ; are they not ? 

Mr. Goorp. I think one is, and I would have to check that to be 
sure. 

Mr. Naveuron. I take it that being indicted does not disqualify 
them ? 

Mr. Gootp. Mr. Naughton, that is not a proper inference. It may, 
it may not. It would depend on—I think, in most cases it is fair 
to say it would; yes. 

Mr, Naventon. As an attorney, I would certainly say that an in- 
dictment is not proof of guilt but where you are selecting a man for 
— position, if a grand jury finds enough evidence to indict 

im 
_ Mr. Gootp. We would not want him on an advisory committee, that 
Is true. 





1526 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Navenron. But youstill have one man serving? 

Mr. Gootp. We may. I would have to check ‘the record to see 
what happened on that. 

Mr. Naveuron. It is not a matter of sufficient concern to the De- 
partment that you would know offhand ? 

Mr. 0 NTAIN. Do we know? 

Mr. Naveurton. I do not know. This is a new one on me. 

Mr. Gootp. Of course, it is of the utmost concern. 

Mr. Naveuron. I have a list here of some of the other instances 
in which members of the advisory committee or their firms have been 
involved in legal action which I think should be put in the record. 

Mr. Founrarn. These are claims on the part of the Government—on 
the part of the Government against individuals? 

Mr. Gooxp. Yes. 

Mr. Fountain. If there is no objection, we will include this in the 
record. 

(The information referred to follows :) 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., January 17, 1961. 


Hon. L. H. FountvaIn, 

Chairman, Intergovernmental Relations Subcommittee, 
House Committee on Government Operations, 

House of Representatives. 


DEAR CONGRESSMAN FouNTAIN: On October 10, 1960, at hearings held by your 
subcommittee, Mr. James R. Naughton, counsel for the subcommittee, requested 
that a two-page list, citing instances in which members of advisory committees 
of the Department of Agriculture were officials or employees of firms which 
had been involved in litigation with the Federal Government, either as plain- 
tiffs or defendants, be inserted in the record. The Department asked for, and 
was granted, permission to comment concerning the list before it was placed 
in the record. 

Since that time, in lieu of the two-page list, Mr. Naughton has supplied an 
eight-page listing of individuals, and the firms with which they are associated, 
who have served at one time or another on Department advisory committees. 
As a result of a review of this listing it has been found that 48 of the individuals 
named are no longer serving on such committees. Many of the committees were 
called for one meeting only to give advice on a specific problem. Thirty-four 
of the individuals listed are still serving on advisory committees, some of which 
meet very infrequently. 

Inasmuch as the hearing was focused upon the use of advisory committees 
by the Commodity Credit Corporation, it seems peertinent to set forth portions 
of Commodity Stabilization Service instructions on the establishment of com- 
mittees and the appointment of members. These instructions state: 

“* * * Tt is the policy of CSS in carrying out its responsibilities, including 
defense, wherever practicable, to consult with and ascertain the views of industry 
groups, substantially affected or to be affected by rules, regulations or orders 
or amendments thereto * * *” 

“* * * Industry advisory committees, segments of committees, task groups, 
and subtask groups are subject to certain requirements which must be met and 
of which all members should be advised in order to avoid violation of the anti- 
trust laws * * *” 

“* * * The Chairman shall be a full-time Government official * * *” 

“* * * The functions of the committees and groups should be purely advisory. 
Any determinations of action to be taken should be made solely by the Govern- 
ment. These committees and groups are not for the purpose of setting policies 
or enforcing Government regulations * * *” 
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«“* * * Jn determining the composition of committees and groups, the following 

factors shall be considered: Membership and nonmembership in trade associa- 
tions; fair representation for independent, small, medium and large enter- 
prises, for different segments of the industry, and for different geographical 
areas * * *” 
“Any request for establishment of a committee and the appointment of mem- 
bers is accompanied by a description of ‘* * * the type and size of the segment 
of the industry represented by each proposed member, whether the company or 
institution which he represents is a trade association member, and the name 
or names of any such associations. Other pertinent information should be 
provided about each proposed member to permit determination of the appro- 
priateness of his appointment and the representative character of the com- 
mittee.’ ” 

Any appointment recommendation either originates or clears through the 
commodity division director who is familiar with important litigation, either 
past or pending, involving programs in the commodity area for which he is 
responsible. The significance of any such litigation with respect to the pro- 
posed appointment, the standing which the proposed committee member has in 
the trade, and his general reputation are among the factors for consideration 
before a proposed appointment is submitted to the Administrator or the assistant 
Secretary for approval. 

We know of no employees now serving with advisory committees of this 
Department whose fitness or integrity is subject to question because of litigation 
arising under programs of the Department. 

It is requested that this letter be inserted in the record after page 389 of the 
transcript. 

Sincerely yours, 
CLARENCE D. PAauLmpsy, 
Associate Administrator, Commodity Stabilization Service. 


SUBCOMMITTEE NoTE.—The “two-page list” referred to at the hearing was 
prepared by checking a relatively small number of criminal or civil cases in- 


volving the Department of Agriculture on which the subcommittee had infor- 
mation to find which of the companies involved had officials who were serving 
or had served on advisory committees. In order to obtain a more complete 
picture, the subcommittee staff subsequently prepared a list of companies whose 
officials were serving or had served on some of the more important advisory 
committees. However, the subcommittee staff was unable to readily ascertain 
which of the companies concerned had been involved in litigation with the 
Department of Agriculture because the Department maintains no central index 
of such litigation, although it does have a number of separate indexes for var- 
ious types of cases. 

The Office of the General Counsel maintains a partially alphabetized list of 
names of firms and individuals with which there has been correspondence 
presumably concerning actual or potential litigation. Using this information, 
the subcommittee staff prepared a list of firms which had had correspondence 
with the Department concerning legal matters and whose officials were or had 
been members of some of the more important advisory committees. This is 
the “eight-page listing” referred to in the Department’s letter. The subcom- 
mittee staff was advised that it would be extremely burdensome and time 
consuming for the Department to attempt to locate in its files information 
showing details of the legal matters involved. 

Some examples of civil or criminal actions involving firms whose officials 
were or are members of advisory committees are listed below. The list was 
prepared by the subcommittee staff from information readily available in the 
subcommittee files and is undoubtedly far from complete. It should also be 
noted that the list does not include any of the numerous claims against firms 
having officials on advisory committees which were settled or dropped without 
litigation. 
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Mr. Naveuton. These individuals are members of the advisory 
committees. 

Mr. Fountarn. Individuals against whom claims are made by the 
Government ? 

Mr. Naveuton. That is right, who are now or previously have 
served as members of advisory committees. 

Mr. Gooup. May we see that? I would like to see that before it is 
put in the record so we know what it is. 

Mr. Naveuton. Surely. 

Mr. Fountarn. We would be glad to have your comments if you 
want to make any on any of those. We are trying to expedite the 
proceedings if that is possible. 

Mr. Gootp. We would like to comment on this entire list because 
many of these—one is a civil action against us for something we did 
wrong, right off the bat. 

Mr. Fountain. We would be glad to have you comment before it 
goes in the record. 

Mr. Gooip. We definitely want to comment on this before it goes 
inthe record. I would not agree with it as it stands. 

Mr. Fountarn. If you want to comment, we will put them both in 
the record at the same time so as to clarify the situation. 

Mr. Gootp. That is fairenough. We will get a copy of this. 

Mr. Naveuton. Off the record. 

(Discussion off the record.) 

Mr. Gootp. That concludes my testimony ? 

Mr. Naveuton. As far as I am concerned. 

Mr. Fountarn. Are there any questions? 

Mr. Navcuron. Off the record. 

(Discussion off the record.) 

Mr. Fountarn. Thank you very much, Mr. Goold, and those who 
have associated with you. I am always impressed by the way in which 
you are prepared when you come to our hearings. 

Mr. Gootp. Thank you, sir. 

Mr. Founratn. This is not expressing an opinion on whether you 
have done or not done things that should have been done. I am very 
much impressed with the way you respond to questions we propound. 

Mr. Gootp. Thank you, sir. I appreciate your comment. 

Mr. Naveuton. Is Mr. Manwaring here? 

Mr. Manwarine. Yes, sir. 

Mr. Fountain. You have already been sworn to tell the truth. 

Mr. Manwarine. Yes, sir. 

Mr. Navecuton. Mr. Manwaring, would you describe for us the 
situation, with which I am sure you are familiar, involving the county 
office manager in Santa Barbara County, Calif. 

Mr. Manwarine. Yes, sir, I will be glad to. 

Mr. Ensley Wood has been county office manager in Santa Barbara 
County since 1946. His grade is about what we call a CO-9, and he 
is in step 4, which paid $6,450 before the last Government pay 
raise. I do not know what it is precisely now. Mr. Wood was edu- 
cated at the University of California in the Davis Campus and gradu- 
ated from there in 1938. He subsequent to that time worked for and 
managed a number of farm enterprises in California and at one time 
operated, I think, 30 acres of leased land himself, on which he fed 
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beef and other animals and raised some crops. He had some ma- 
chinery at that time but disposed of it after he had finished that enter- 
prise. He has always shown a great. interest in agriculture. He 
became our employee in 1956. 

In 1958, according to the information we have, he inquired of a 
Mr. J. S. Calderon, who has large holdings in that area of California, 
whether he, Mr. Calderon, had any land that he could rent to Mr. 
Emsley. Mr. Calderon said he did not, but that he would keep it in 
mind and let him know if anything arose. 

As a subsequent time Mr. Calderon was able to rent from the Title 
Insurance & Trust Co. of Los Angeles, on behalf of the estate of E. W. 
Sargent a tract of about 600 acres in that area at an approximate 
rent of $3 per acre. 

Mr. Calderon then indicated that he requested his son to consider 
taking this land and either using it or putting it in the conservation 
reserve. His son was not interested in doing anything about it. Then 
he remembered Mr. Wood’s request of him sometime in the past and 
contacted Mr. Wood, advising him that he had the land available and 
asking him if he was still interested. 

Mr. Wood indicated that he was interested and that he would sub- 
rent the land from Mr. Calderon. It appears that the terms of the 
rental agreement were that Mr. Wood would get two-thirds of the 
conservation reserve payment, if they put it in the conservation re- 
serve and Mr. Calderon would get one-third. If Mr. Wood farmed it, 
he would get three-fourths of the barley, Mr. Calderon would get 
a fourth of the barley. 

' After this agreement was entered into orally, Mr. Wood applied to 
the county committee on the prescribed form for a rate. The county 
committee gave this application full consideration. They took into 
consideration the other land surrounding this land, the use of it in the 
past, and established a rate of $17 as being fair for this land. This 
was based on an index of 100 percent as compared with the indexes of 
other farms at from 100 to 115. In fact, the farm right next to his 
was indexed at 115; one nearby, on the other side, was indexed at 115. 

According to the information given the C&I investigator the county 
committee felt that Mr. Wood’s land was as valuable as these two 
aa that were indexed at 115 and that it should have had a 115 
index. 

Mr. Wood told them that he thought they ought to hold the index 
down to 100 because he wanted to be beyond criticism. 

Ultimately, Mr. Wood offered his land to the committee for $16.50. 
That was 50 cents under the rate established by the county committee. 
It was ultimately accepted by the committee at this rate for a contract. 

At $16.50 the amount which would go to Mr. Calderon would be 
about $5.50. 

Mr. Wood placed 454.7 acres in the conservation reserve. The 
county committee accepted it after a member of the county commit- 
tee had gone to the farm with Mr. Wood and had gone over each 
individual tract of land to determine that it was eligible cropland. 

Eligible cropland is land which has been cropped in any of the 
5 years preceding the year in which the land is placed in contract. 
It was determined that this land, all of it, had had crops in 1954, 
that some of it had had crops every year subsequent to 1954, but 
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that other land had been left to go back to volunteer barley or oats 
or sudan grass and had been rented for grazing for the last few years. 

Mr. Wood says that he told all of the committee his plans. 

The chairman of the committee indicated that they knew, but that 
they required Mr. Wood to supply them with a copy of the rental 
agreement between the Title Co. and Mr. Calderon and between 
Mr. Calderon and Mr. Wood. 

Mr. Wood indicates that he also checked this with the fieldman 
and with a representative of the State office and they saw nothing 
wrong with this so long as it was determined that this land was defi- 
nitely cropland and therefore eligible and so long as the index deter- 
mining the payment was correct compared to other land in the vicinity. 
This was established in both cases. 

The contract as originally drawn provided for two-thirds of the 
payment to go to Mr. Wood and one-third of the payment to go to 
Mr. Calderon. 

Subsequently, the State committee examined this contract and 
advised that it would have to be revised to provide the full payment 
to Mr. Wood and that the payment would be limited to the $5,000 
limit provided by law. 

This meant that Mr. Wood received $4,956.23 as the annual rental 
for the 1 year, which brings the payment rate per acre down to $10.90. 
Out of this $4,956.28 Mr. Wood had to pay Mr. Calderon his 
one-third, or $5.50 per acre depending on what their arrangement 
is. The record is not clear whether he has to pay $5.50 flat per acre 
ora third of whatever payment he gets. 

Mr. SmirH. You mean there were some acres that were not put in 
the conservation reserve ? 

Mr. Manwarine. No. The 454.7 acres were all put in but be- 
cause of the limitation placed on the payment by law at $5,000 they 
could get no more than the $5,000. - All of those acres were left in 
but the payment was reduced to $4,956. 

Mr. Smiru. What was reduced, the payment per acre? 

Mr. Manwartne. The entire payment for the whole contract. If 
you recompute the payment on the basis it comes out to $10.90. 

Mr. Smiru. In other words, they left in more acres than were 
necessary ? 

Mr. Manwarrina. Yes. They left all the acres in as originally 
placed in the contract. 

Mr. Wood carried out on this farm ACP practices and conserva- 
tion reserve practices in the amount of $4,918.39 for the conservation 
reserve practices. The ACP practices amount to $984.50. 

About the first part of 1960 Mr. Wood canceled his contract. This 
vermitted him to keep the 1 year’s annual rental payment that had 

en made to him but required him to refund the practice payment 
which was made to him. 

So far as we and the C. & I. investigators could ascertain, there was 
no irregularity in this contract. There was some question as to the 
judgment of Mr. Wood in entering into this contract in view of his 
position and the State committee did issue him a letter, which could 
be considered a letter of reprimand, for putting himself in this posi- 
tion. He was not removed from the position. Mr. Wood is employed 
by the county committee. He is subject to their direction. This was 
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checked with them and it was their feeling that, while it may have been 
poor judgment in this case, he had been a good employee and they 
did not wish to dispense with his services. 

That, I think, covers the main points of this case. 

Mr. Naveuron. As I understand it, the total amount under the 
original contract that would have been drawn by Mr. Wood was 
$37,500 during the life of the contract ; was it not ? 

Mr. Manwartine. That is correct. 

Mr. Naveuron. And what was the total rental that Mr. Calderon 
would have paid for the same land during that period ? 

Mr. Manwarrne. I haven’t figured that out. It would be $5.50 
per acre maximum. 

Mr. Naveuton. No. That was what Mr. Wood was paying Mr. 
Calderon. Mr. Calderon was paying $3 an acre. 

Mr. Manwarina. He was paying $3 an acre on the 454.7 acres for 
a 5-year period. 

Mr. Naucuton. So that would be—— 

Mr. Manwarine. I believe it is about $1,750. 

Mr. Navanton. So in effect the estate which owned this, or the 
Title Insurance Co., would get $1,750 per year over a 5-year period 
for land for which the taxpayers would have paid out $37,500? 

Mr. Manwarine. That is correct. 

Mr. Naucuton. Some of this land at the time it was placed in the 
conservation reserve, as I understand it, had not grown anything 
since 1954. In other words, it had been idle for 4 years. 

Mr. Manwartne. That is correct. Some of it had been idle for 4 
years. That is, it had been idle so far as crops were concerned. It 
had been rented out to people to graze cattle at the rate of $3 per 
head per month over that period of time. 

Mr. Smrrx. What kind of crops had been grown on this land? 

Mr. Manwarrine. They had grown oats, barley, I was about to say 
sudan grass and I believe that is right, but small grains; crops of 
that kind, because it was dry land and would not support anything 
else. It was not irrigated land. 

Mr. Naveuton. Do you have any figures as to how many contracts 
of this type it would take to cut surplus production to the point where 
we would no longer be adding to the amounts in storage? 

Mr. Manwartne. No, I donot. 

Mr. Naveuton. This contract did not help much, did it ? 

Mr. Manwartne. The estimate has been it would take about 60 
million acres to accomplish the objective of the program. This has 
been testified to before, and we do not take irrigated land into the 
program otherwise. 

This land had grown crops, land on both sides grew crops, it was 
out of production for this period of time, except one field. There was 
one field that had been continually in oats. It could easily have gone 
into production again by renting it to someone who would want to 
crop it. 

Mr. Naveuton. If it was worthwhile land, valuable for production 
of crops, why was it left standing idle? 

_Mr. Manwanrtne. I do not know the answer to that, except if I can 
pick his name out of this report, the gentleman who had control of it 
before had become old and was tired of running it and could not handle 
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it and this is the reason that it had become available. This was the 

reason also that he let it go back to people who wanted to use it for 
asture. 

. Mr. Naveuton. Why didn’t the estate put the land in the soil bank 

directly, instead of renting it for $3? Why did they have to go 

through the county manager? 

Mr. Manwarrine. I have no way of knowing. The estate did not 
go through the county office manager. 

Mr. Fountarn. But the estate could have gotten the same amount? 

Mr. Manwarine. Yes, sir. 

Mr. Fountarn. So the Government paid no more than it would have 
paid the estate directly ? 

Mr. Manwaring. No; the estate could have put it in themselves, 
and would have had precisely the same rate established for the farm, 
$17. They could have offered it at $16.50, $16.70, or any other figure 
that they wanted to offer, to be sure they were in the program, and 
would have been paid up to $5,000 if the estate had put it in. 

Mr. Naveuton. What was the name of the company which was 
managing the estate? 

Mr. Manwarine. The manager of the estate was the Title Insur- 
ance & Trust Co. of Los Angeles. 

Mr. Naveuton. Didn’t they know they could pick up an extra $13 
or $14 an acre by putting this land in directly ? 

Mr. Manwarrna. I do not know. 

Mr. Smiru. Are you the one who is also in charge of making esti- 
mates as to how much reduction we have had in production as a result 
of the conservation reserve program ? 

Mr. Manwarine. We can get that for you, Congressman, if you 
would like to have it. 

Mr. Smrrxu. You have made these estimates ? 

Mr. Manwartine. Yes. The estimate has been made. We can sup- 
ply that for the record. 

Mr. Smiru. Are you the person in charge of that? 

Mr. Manwarrnc. This is done in the Soil Bank Division of Com- 
modity Stabilization Service. 

Mr. Smrru. On this particular tract, for example, in making those 
kinds of estimates then you would have shown that the 450 acres 
was taken out of production of small grains? 

Mr. Manwarinc. That is probably correct. 

Mr. Smiru. Whereas, in fact, it really was not, was it ? 

Mr. Manwarrne. It was not taken out of production at this time 
from small grains immediately, that is true, but it had been in small 
grain before and it was eligible to go back at any time. 

Mr. Smrru. Those figures assume that every acre would have been 
in what it had been at one time, those estimates on the 12 million tons 
reduction in production are what I refer to. 

Mr. Manwarine. What we did in making that estimate, Congress- 
man, was to go back to the whole farm and determine what had been 
on it before. That is, what it had grown before, and that it could not 
be growing it now. Then on the part farms there was a determina- 
tion by the farmer of what he had eliminated because of the difference 
in the soil bank base and what he was growing now. Those were taken 
in the way of samples on the part farm. On the whole farm we took 
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what was there and then the fact that it could not be growing anything 
at the present time. There was a soil bank base determined for each 
individual farm, which was the acreage in the 2 years previous of 
those crops on the farm, minus that which was in the soil bank. This 
is all in a whole farm contract so it would be minus the whole works, 

Mr. Smiru. But this big error in this way of figuring, for example, 
is that in your figures you show you reduced the production of wheat 
through the conservation reserve program by 3 million acres but at 
the same time there in fact has been no reduction. The acreage shows 
it is coming out the same. 

Mr. Manwartne. I am not sure, Congressman, that is quite an ac- 
curate statement, that it shows no reduction in acreage. 

Mr. Smiru:. We do not have any less acres, do we? 

Mr. Manwarine. Yes, you do. 

Mr. SmirH. We do not have 3 million less acres. 

Mr. Manwarinea. There are some statutory provisions of the wheat 
program that can result in additional acres to offset. For example, 
15 acres of wheat are permitted by statute on each farm free of 
marketing quotas. Also, farmers are permitted by statute to grow up 
to 30 acres of wheat for use on the farm for seed, human food, or 
livestock feed, provided they comply with regulations prescribed by 
the Secretary. 

Mr. Smiru. You do not have 3 million less acres after you take all 
of these things into consideration. 

Mr. Patmpy. May I comment? 

Mr. Fountatn. Mr. Palmby. 

Mr. Patmpy. You cannot say we do not have 3 million less. Put 
it the other way around. These are 3 million allotted acres that are 
out. If they were not out there would be 3 million more acres of 
wheat. 

This is our best estimate. 

Mr. Smiru. So in fact we have not reduced wheat produetion by 3 
million acres. 

Mr. Patmpy. It is 3 million Jess than what would be produced if we 
did not have conservation reserve. I am quoting figures roundly. 
Here are 3 million round acres that. are set aside. There would be 3 
million more producing wheat if they were not out. 

Mr. Smiru. This is a little off the track. This gets into the matter 
of whether it takes 60 million or 260 million and there is a lot of differ- 
ence of opinion on that. 

Mr. Fountain. Is there anything to indicate whether or not the 
estate itself ever attempted to put this land into reserve? 

Mr. Manwarine. No, there is no indication in the C. & I. report. 
Apparently they did not. There is nothing in the record to indicate 
that anybody attempted to put this in the conservation reserve before 
Mr. Calderon rented it from the title company and then Mr. Wood 
subrented it from him. 

Mr. Naveuton. Do you make sure that information as to the benefits 
to be obtained from the conservation reserve is widely distributed 
Why was it that the estate did not have knowledge that they could 
get $16.50 an acre? 

Mr. Manwartne. I do not know if they had knowledge or not, Mr. 
Naughton. I cannot say they did not. I do not know why they did 
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not enter it in the conservation reserve. There is a county office in 
Los Angeles County. The information is widely distributed to all 
farmers. I am not sure it was distributed to the estate. It perhaps 
went to this Mr. Giovanocci who was the renter of the land before 
and who had control of it. What he did about it, I do not know. 

Mr. Naveuton. How much rent did Mr. Giovanocci pay ? 

Mr. Manwarine. I do not know. 

Mr. Naveuton. Don’t you think that the estate might have been 
surprised to learn that the U.S. Government was willing to pay $16.50 
an acre for this land ? 

Mr. Manwarrtnc. I haven't the slightest idea about their feeling 
on it. 

Mr. Naucuton. You indicated the land next to this particular 
piece of land had higher ratings. Do you know whether any of the 
neighboring land was irrigated / 7 

Mr. Manwarrne. Yes. There was some of the land that had been 
irrigated. The one piece next to it had had irrigation on it and they 
had grown some crops under irrigation but in the last 2 years it had 
not been irrigated. It had been “farmed as dry land to barley and 
they had grown barley on dry land. 

Mr. Navenron. Had the Calderon tract ever been irrigated ? 

Mr. Manwarrnc. There was no record to indicate it had. 

Mr. Naveuron. Irrigated land or land subject to irrigation is a 
great deal more valuable in California, normally, isn’t it ? 

Mr. Manwaring. Yes. We do not get that under the program. 
In fact, we do not encourage it to be yut under the program. The 
rates just are not high enough to attract it. 

Mr. Navenron. Isn’t this a rather meaningless comparison, if you 
have got irrigated land next to this? 

Mr. Manwarinec. No; it is not a meaningless comparison because the 
land had not been operated as irrigated land. It had been operated 
as dry land. 

Mr. Naveuton. It had produced crops, though ? 

Mr. Manwartne. Prior to this time, yes. It had produced barley 
the year before but as dry land, not as irrigated land. 

Mr. Naveuton. We are talking about the neighbori ing farm now. 

Mr. Manwarine. Yes, sir. I am talking also about one farm that 
is the exact neighbor on the one side and another one that is one farm 
away on the other side. There is a little chart here indicating where 
the farms were located, what rate was given them and how they com- 
pared to this one. This one and two others were the only ones at a 
hundred percent. The others were all above and the county commit- 
tee was of the opinion that this land was as good as that land which 
was rated 115. 

Mr. Naueuton. Did anyone examine the county committee activi- 
ties on this to see whether they had assessed the land value properly? 

Mr. Manwartne. Yes. They checked in with other people in the 
surrounding area to see what they thought of it. They checked with 
the man who had had it before, with this Serafino Giovanocei and 
asked him what he thought of it. 

Mr. Fountatn. This is one case I was not familiar with. As I un- 
derstand, this is a county manager who rented land and put it into 
reserve ? 
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Mr. Manwarine. Yes, sir. 

Mr. Fountain. That throws a different light on it. He could have 
advised the estate that he put it in. 

Mr. Manwarine. This was in Santa Barbara County. The estate 
was in Los Angeles. I donot know that he knew it was available until 
Calderon had already rented it and offered it to him. I feel sure he 
did not know anything about it because he asked Calderon in 1958 
did he have any land and he said no, he did not, but he would keep 
him in mind. Then Calderon rented this, offered it to his son, his 
son did not want it, and so he said, “Well, I will talk to Wood about 
it,” which he did. 

Mr. Fountarn. Even hecould have put it in, couldn’t he? 

Mr. Manwartine. Yes. 

In fact, Calderon suggested to his son that he take it and put it in 
and the son did not want to for some reason and did not do it. 

Mr. Naveuton. Why didn’t Calderon put the land directly into the 
soil bank? 

Mr. Manwartine. I donot know. 

Mr. Naveuton. You know the circumstances of this were that Mr. 
Wood was going to receive under the original agreement approxi- 
mately $5,000 a year for doing nothing. 

Mr. Founratn. That is the way most of this is, is it not, when you 
put land in the conservation reserve? You get paid for doing 
nothing. 

Mr. isecinnie: This is true, to set it aside. He did have to put 
it in cover, he did have to maintain the cover and control noxious 
weeds on it. 

Mr. Naveuton. You indicated that some $4,000 or more had been 
wee _ to prepare this for cultivation. Did Mr. Wood do that work 

imself ? 

Mr. Manwartna. Mr. Wood hired most of it done because he did 
not have any machinery of his own. The total payment is about 50 
percent of the cost in most cases. 

Mr. Naveuton. Who did Mr. Wood hire to do this work ? 

Mr. Manwartne. You will have to let me get that. 

Mr. Navuecuton. Was it a relative of somebody on the county 
committee ? 

Mr. Manwarine. Yes. It was Sanchez Bros., who were brothers of 
the present county committee chairman, but then a member of the 
committee, Augustine Sanchez. 

Mr. Naveuton. Was Sanchez the one who had looked at the land 
tosee it? Had Sanchez passed on it? 

Mr. Manwartne. Yes. 

Mr. Navewton. Do you know whether Sanchez had any interest in 
the profits of Sanchez Bros. ? 

r. Manwartne. The indications are that he did not but they were 
his brothers. 

Mr. Naventon. So we have a situation where the county office 
manager puts the land in the soil bank and the brothers of one of 
the members of the committee are paid some $5,000 or so to prepare 
it for cultivation? 

How did Mr. Wood figure he was going to farm that place since he 
had no machinery ? 
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Mr. Manwartne. Well, he had planned on having it custom done 
if he were going to farm it. That is what he said. 

Mr. Naventon. You are sure he was interested in farming? This 
was not just a pretext to put it under the soil bank? 

Mr. Manwartne. I would not say that. I do not know whether you 
would call it a pretext or not. I would not say he rented it with the 
intention of farming it and then decided to put it in the conservation 
reserve. I realy do not think he did that. 

Mr. Founratn. Did he have to have the intention to farm it before 
he could get in the conservation reserve ? 

Mr. Manwarine. No. He had to have control of it for a period of 
time. It had to be cropland and it had to be of value to get that rate. 
I cannot say he intended to farm it. I question that he did. I think 
the understanding was if he could get it in the conservation reserve 
that is what he would do. It started out that way. 

Mr. Navcuton. Why didn’t Calderon put it in himself and get 
the $16.50 ? 

Mr, Manwartne. I do not know. 

Mr. Nauecuton. Maybe he could not get a $16.50 rate. Did that 
ever occur to you? P 

Mr. Manwarine. I do not think he tried. There was no application 
for a rate. 

Mr. Naueuton. As I understand it when you cut down the contract 
to a maximum $5,000 payment for Wood and you cut the acreage, he 
had 450 acres in, did he? 

Mr. Manwarine. 450.7. 

Mr. Naveuton. How far down did you cut that at the time you 
cut it from $7,500 to $5,000? 

Mr. Manwartne. It was cut in effect from a $16.50 rate to a $10.90 
rate per acre. That was the effect of the cut. 

Mr. Naveuton. They did not reduce the acreage, did they ? 

Mr. Manwarinc. No. They reduced the payment per acre. That 
is what it came out to. That was the effect of it. 

Mr. Naveuton. He could have taken 150 acres out and farmed it 
and left 300 in and still gotten the same total payment of $5,000? 

Mr. Manwarine. He could have done that, except he had already 
carried out the practices on it, it was already in cover, he had already 
gone to that expense, so he accepted the State committee’s reduction to 
the $5,000 limit, or to the $4,956.23 payment. 

Mr. Nauenton. He could have taken 150 acres out and farmed it 
and gotten the same payment if he had wanted to, couldn’t he? 

Mr. Manwarine. Yes; he probably could at that time had he 
wanted to. 

Mr. Navucuton. So some of this land had not been farmed since 
1954; it apparently was not attractive enough as a farming proposi- 
tion for Mr Wood to farm it, even though he could have taken 150 
acres for which he already paid rent and farmed it and still gotten 
the same soil-bank payment. Mr. Wood had no machinery. How long 
since he had actively farmed ? 

Mr. Manwartne. It was about 1942 that he had leased land and 
had his own equipment to farm 30 acres. 

Mr. Naveuton. So he had not done any farming for 15 years? 
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Mr. Manwartne. No. He had not done any active farming since 
1946. He was manager of a farm prior to that time. He had done 
no farming and had no machinery of his own since then. 

Mr. Navueuton. Are you satisfied this is a proper situation ? 

Mr. Manwarine. No. 

Mr. Naventon. Have you taken any action other than a letter 
which might be interpreted as a reprimand ? 

Mr. Manwarrne. Other than to accept the cancellation of his con- 
tract we have not. 

Mr. Naveuton. Has the entire contract been canceled now ? 

Mr. Manwartne. Yes; it has. 

Mr. Naventon. On what grounds was it canceled ? 

Mr. Manwartne. He canceled it himself. 

Mr. Naveuton. Was he under any pressure to cancel it ? 

Mr. Manwarrne. He was. 

Mr. Naventon. So you do not think 

Mr. Manwarrine. Let me put it this way, Mr. Naughton: Had he 
not canceled it, we would have terminated it. 

There is some question of whether we could make this stick in court 
had we done it. 

Mr. Fountarn. Why would you have terminated it ? 

Mr. Manwartne. Because of his connection with it, and not because 
it was irregular or because we considered the land to be ineligible or 
the rate too high, but because it was questionable whether he should 
be involved in it under these conditions as county office manager. 

Now, there is some very definite questions as to whether we could 
make that stick had we terminated the contract. 

Mr. Navcuton, To what extent have you had irregularities in con- 
nection with the soil bank program—over valuation of land and things 
of that kind. 

Mr. Manwartne. We have had some that were overvaluated. We 
are now in the process of having the county committee examine every 
contract to make sure that the land is eligible, to make sure that the 
rates are justified, and then requiring them to take such action as is 
needed to bring the rates in line. We think the percentage of con- 
tracts requiring modification of rates is very low. In fact, it has 
been very low but 

Mr. Founratn. It is close to 4 o’clock. I think we have covered 
this situation pretty well. 

Mr. Naventon. Yes. I wonder if you could furnish a statement 
for the record on the extent to which you have had irregularities in 
the soil bank program and what you are doing about it. 

Mr. Manwartne. I think we can, those that we know. 

Mr. Fountarn. Thank you very much, Mr. Manwaring. 

(The information is as follows :) 

DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
OFFICE OF PERSONNEL, 
Washington, November 15, 1960. 
Hon. L. H. Fountain, 


Chairman, Intergovernmental Relations Subcommittee, of the Committee on 
Government Operations, House of Representatives. 
DEAR CONGRESSMAN FOUNTAIN: On Friday, November 4, 1960, we delivered 
to Mr. Stone of your office résumés of five irregular Soil Bank Conservation Re- 
serve cases where the principal involved was either a county ASC office employee 
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or a county ASC committeeman. This was in compliance with a request made 
at the hearing before your committee on October 10, 1960. 

We advised you by letter of November 9, 1960, that three or four additional 
eases had been called to our attention, but as of that date our information was 
not sufficient to include them in our report to you. We have now reviewed the 
available information covering these additional cases and enclose reports cover- 
ing the three cases that appear to fall in the category for which you requested 
information. 

Sincerely yours, 
W. GEorGE GOoLp, 
Assistant Director for Security and Investigations. 


Case No. 1—Enstey E. Woop, Orrice MANAGER, SANTA BarspaRa County ASC 
OrricE, SANTA BarparaA, CALIF. 


Wood subleased approximately 450 acres of land in Santa Barbara County 
from J. S. Calderon, Santa Maria, Calif., for $5.50 per acre. He then entered 
into a 1959 soil bank conservation reserve contract placing the eligible land in 
the program for a 5-year period at an annual payment rate of $16.50 per acre 
or a total annual payment of $4,956.23. Wood carried out approved practices 
on the land placed in the program for which he received Government cost-share 
payments in the amount of $4,918.39. Upon being advised of the possible im- 
propriety of an employee who is engaged in the administration of the program 
entering into such an arrangement, Wood requested that his contract be can- 
celed. The contract was terminated effective December 31, 1959. Since per- 
formance had been rendered for the year 1959, Wood was permitted to retain the 
1959 annual payment, but is required to refund all cost-share payments received 
under the contract. 


CasE No. 2—Henry T. Everett, VicE CHAIRMAN, CLARENDON County ASC 
COMMITTEE, CLARENDON, S.C. 


Certain soil bank conservation reserve contracts entered into by Everett and 
members of his family have been questioned as being irregular and not in con- 
formity with soil bank regulations. The allegations as they pertain to the 
specific contracts are: (a) Establishment of improper payment rates, (b) re- 
fusal to make available full and complete information to an authorized repre- 
sentative of the Secretary of Agriculture covering his farming operations on the 
land placed in the program, (c) failure to observe regulations and instructions 
relative to the rights of tenants and share-croppers under the soil bank program, 
(d) improper signatures on contracts and (e) evasion of the $5,000 maximum 
payment limitation. 

As a result of these allegations, the South Carolina ASC State Committee has 
removed Mr. Everett from his position as vice chairman of the Clarendon 
County ASC Committee. All soil bank payments payable under the soil bank 


conservation reserve contracts are being withheld pending final determinations 
and action. 


CasE No. 3—ORVILLE HEINER (FATHER) AND WILLIAM HEINER (SON)—OAKLEY, 
IpaAHo, Cassta COUNTY 


Orville Heiner was employed full time by the Cassia County ASC Committee 
as performance supervisor; William Heiner was employed part time as farm 
reporter. Orville and William Heiner, owner and operator, entered into a 1959 
soil bank conesrvation reserve contract as separate producers placing 616.5 
acres of farm No. 206-F in the program for which they were to receive annual 
payments of $4,401.80 and $2,200.90, respectively. Cost-share payments of 
$2,429.92 were made under the contract. Investigation revealed that actual 
operation of the farm by father and son reflected a joint operation or a joint 
undertaking; therefore; under the regulations, the producers were ineligible to 
qualify as separate producers for purposes of applying the $5,000 maximum pay- 
ment limitation. Since the total annual payments payable under the contract 
exceeded $5,000, the contract was not in conformity with regulations. 

The Idaho ASC State Committee determined that the producers entered into 
the contract in good faith and performed under the contract as approved by the 
county committee, not realizing that the $5,000 maximum payment limitation 
had been exceeded. Based on this determination, authority has been granted 
under the provisions of section 128 of the Soil Bank Act (Public Law 86-265) 
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for the producers to receive the full annual payment as computed under the 
contract for the years in which performance has been rendered. If they wish 
to continue in the program, they will be required to enter in a contract which 
will conform to the $5,000 maximum payment limitation. It should be noted 
that the farmers of Cassia County have elected a new ASC committee and the 
former office manager has been replaced. 


CasE No. 4—RAYMOND TEGTMEIER, MEMBER PAWNEE County ASC Commuter, 
PAWNEE CIrTy, NEBR. 


Raymond Tegtmeier owns a farm in Pawnee County consisting of approxi- 
mately 400 acres; 240 acres are located in one township and 160 acres in another. 
For the years 1957 and 1958 the land was constituted, for purposes of the related 
farm programs, as one farm and was operated by his brother, Ernest. In 1959 
the farm was divided into two farms and Raymond Tegtmeier placed the 160 
acre farm in the soil bank program under a whole farm contract for which he 
was to receive the whole farm annual payment rate. Ernest continued to operate 
the 240 acre farm in 1959. 

There are some questions concerning the propriety of this contract, especially 
in view of the reconstitution which divided the parent farm and resulted in 
Raymond Tegtmeier obtaining a whole farm (higher) annual payment rate 
instead of a part farm (lower) annual payment rate on a portion of the land 
which had just previously been operated as a single farming unit. The report 
of investigation and the facts of the case are being considered by the Nebraska 
ASC State Committee for whatever action the regulations may require. 


Case No. 5—Frep 8S. Victor, CHAIRMAN, AND VARNEL JOHNSON, VICE CHAIRMAN, 
Ortawa County ASC CoMMITTEE, OKLAHOMA 


Fred 8S. Victor and Varnel Johnson each entered into an individual contract 
placing a portion of their farm in the soil bank conservation reserve program for 
which they were to receive annual and cost-share payments. Their contracts 
were approved by a member of the Ottawa County ASC Committee on behalf of 
the Secretary of Agriculture. Under the provisions of their contracts, each of 
the producers agreed, among other things, not to graze the conservation reserve 
acreage during the ‘tontract period. On the basis of information available and 
after processing the cases under the applicable violation procedures, the Okla- 
homa ASC State Committee determined that both Victor and Johnson violated 
their contracts by knowingly and willfully grazing the conservation reserve 
acreage. Because of this determination of violation, Victor and Johnson were 
required to forfeit or refund certain soil bank payments and, in addition, were 
assessed a civil penalty. 

Victor and Johnson have filed individual actions in the Oklahoma district court 
requesting that the action and determinations of the State committee, with re- 
spect to the contract violations, be set aside; action of the court is now pending. 
The Oklahoma ASC State committee removed Fred S. Victor from his position 
as chairman of the Ottawa County ASC Committee effective June 8, 1960. Varnel 
Johnson was suspended from his position as vice chairman of the Ottawa County 
ASC Committee on May 18, 1960, and he resigned from the position effective 
May 20, 1960. 


CasrE No. 6—Georce E. Hitz, Hotty Sprines, Miss., OFFICE MANAGER, MARSHALL 
County ASC OFFIicre, MIssissIPPi 


In 1958 George E. Hill, office manager of Marshall County ASC office, acquired 
three tracts of land in Marshall County. These tracts of land were combined and 
considered as a single farming unit for purposes of participation in the related 
farm programs. 

In 1959 Hill, as owner-operator of this farm, placed 78.8 acres of this land in the 
soil bank conservation reserve program at an annual rental rate of $12.40 per 
acre (44.5 acres under contract for 10 years with pine tree cover to be estab- 
lished and 34.3 acres for 5 years with permanent grass cover to be established). 
Under this contract annual payments amounting to $977.12 and practice pay- 
ments of $829.70 were approved by the Marshall County ASC Committee. Sub- 
sequent to the approval of this contract by the Marshall County ASC Committee, 
investigation and inspection of this land by representatives of the Mississippi ASC 
State Committee revealed that 21 acres of the land were ineligible to be placed 
in the program. Ineligibility was based on a determination that such land had 
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long been retired from agricultural production and had grown up to brush, trees, 
and broomsedge. 

As a result of this investigation and determination, Hill resigned from his 
position as office manager effective June 30, 1960. On June 3, 1960, Hill executed 
a modified contract excluding the 21 acres which, if approved, would result in 
annual payments of $716.62 through 1963 and $291.40 thereafter through 1968. 
Approval of this modified contract has been withheld pending final determina- 
tions by the State committee. 

Information received by telephone from the Mississippi ASC State office on 
November 14, 1960, reveals that the C & I Report and facts of the case are now 
being considered by the Mississippi ASC State Committee for whatever admin- 
istrative action the regulations may require. This will include a refund by Hill 
of any payments received on the ineligible land. 


Case No. 7—RatepH M. AVENT, PERFORMANCE SUPERVISOR, MARSHALL COUNTY, 
Miss. 


Ralph M. Avent was employed as a performance supervisor in Marshall 
County, Miss., from May 22, 1956, to March 18, 1960. While acting in that 
capacity, he acquired farms located in Marshall, Benton, and Union Counties, 
Miss., which were placed in the soil bank conservation reserve program. 

After the contracts were approved, it was determined that some of the land 
designated as conservation reserve was ineligible. The C & I Report reveals 
that the ineligible land had been retired from agricultural production before 
Mr. Avent acquired it, but that Mr. Avent had in 1958 attempted to qualify this 
land as tame hayland by seeding it to peas and lespedeza and mowing the 
growth. 

Modified contracts have been executed by the producers excluding the ineligible 
land; however, these modified contracts have not been approved by the county 
committee pending instructions from the State office. This matter and the C & I 
Report are now being considered by the State committee for whatever action the 
regulations require. 

Mr. Avent’s employment with the Marshall County ASC office terminated on 
March 18, 1960. 


Case No. 8—Eric Bauscu, VicE CHAIRMAN, PAWNEE County ASC ComMITTEEr, 
PAWNEE City, NEBR. 


Fred Bausch, father of Eric Bausch, owned a farm in Pawnee County. During 
1958 and 1959 this farm was leased to Clarence Roschewski on the basis of $3 
per acre for the pastureland and two-fifths of the crops produced on the crop- 
land. On July 28, 1959, Roschewski was advised by letter from Fred Bausch 
that his lease would be terminated as of March 1, 1960. Fred Bausch contended 
that the lease was terminated because Roschewski had not farmed the land well 
and was slow in paying his rent. 

In November 1959 Fred Bausch placed the entire farm in the soil bank con- 
servation reserve program showing Eric Bausch (his son) as operator. Some 
criticism was voiced because of Eric’s participation in the program on this 
farm. As a result, Harry G. Seitz, son-in-law of Eric Bausch, was substituted 
as farm operator on the contract in lieu of Eric Bausch. Seitz signed the re- 
vised contract on February 25, 1960. 

The propriety of the contract was questioned by a member of the Pawnee 
County ASC Committee since he felt that the tenant’s lease had been terminated 
in order that Eric Bausch could share in the soil bank payments. Eric Bausch 
contended that the farm was up for sale, and they didn’t want its salability 
reduced by a lease encumbrance. When the sale did not materialize, they de- 
cided to place it in the program as the next best thing. 

No payments have been made under the contract and Seitz is renting the 
pasture on the farm for 1960. The C & I report and the facts of the case are 
now being considered by the Nebraska ASC State Committee for a determination 
as to the propriety of the contract and whatever administrative action may be 
required by the regulations. 
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DEPARTMENT OF AGRICULTURE, 
CoMMODITY STABILIZATION. SERVICE, 
Washington, D.C., February 15, 1961. 
JAMES R. NAUGHTON, 
Counsel, Inter-Governmental Relations Subcommittee, 
George Washington Inn, Washington, D.C. 

DEAR Mr. NauGutTon: This is in response to: your inquiry of recent date in 
which you requested information concerning certain phases of the soil bank 
conservation reserve program. Your inquiry pertained to alleged weaknesses 
in the program, irregularities and the steps or action that has been taken by the 
Department of Agriculture to correct or eliminate any such conditions. Spe- 
cifically, the categories in question include: (1) Ineligible land placed in the 
program; (2) contracts with excessive rental rates; (3) maximum payment 
limitation exceeded; and (4) State-owned land placed in the program. 

We report and comment as follows concerning each of the categories listed: 

1. Ineligible land placed in the program.—A review has just been completed 
of each of the 306,182 contracts now in force for the purpose of determining if 
any ineligible land had been placed in the program. Based on this review of the 
306,182 contracts which covered 28,659,973 acres placed in the program, only 
785 contracts were found to include ineligible land. The ineligible land in- 
cluded under these contracts was determined to be 3,987.55 acres. The number 
of contracts including ineligible land represented only 0.256 percent of the total 
number of contracts in force. The ineligible acreage represented only 0.014 
percent of the total acreage under contract. In all cases where ineligible land 
was discovered under contract, action has been taken to remove such land from 
the contract or otherwise terminate such contracts. 

2. Contracts with excessive rental rates.—In the review of all contracts, an- 
nual payments were also reviewed for the purpose of determining whether any 
rates had been approved in excess of 20 percent of the land value. Only 44 
contracts were found to have excessive rates established for the land placed 
in the program and action has now been taken to correct or terminate all such 
contracts. The 44 contracts represent only 0.014 percent of the total number 
of contracts in force and only 0.001 percent of the total 1961-69 rental payment 
obligation. 

3. Maximum payment limitation exceeded.—Field audit and review of pro- 
gram operations revealed that some contracts had been approved under condi- 
tions whereby the $5,000 maximum payment limitation had been exceeded. In 
order to detect and eliminate or correct such contracts, a check sheet was de 
signed for use by the county Agricultural Stabilization and Conservation (ASC) 
offices in reviewing the situation in connection with each contract where a pro- 
ducer might be involved in other contracts which could result in such producer 
receiving annual payments in excess of $5,000 for all contracts in which he had 
an interest. As a result of this analysis and review, contracts exceeding the 
maximum payment limitation were detected and corrected or terminated. 

4. State-owned land placed in the program.—Considerable question was raised 
concerning the propriety of allowing State-owned land under lease to be placed 
in the soil bank conservation reserve program. The customary use pattern in cer- 
tain Western States is such that school and State-owned lands were frequently 
and generally interspersed among sections of privately owned lands. Because of 
this arrangement, the State-owned lands had, over a long period of time, become 
an integral part of the private holdings and operations. Homes, irrigation wells, 
barns, fences, and other improvements have often been built on such land by the 
renters and at their own expense. As a general rule, boundary fences did not set 
off the State land from private land within a single tnit operation. In many 
cases, the State-leased land has remained within the same farm or ranch unit 
for generations. In fact since the freedom of use of this land is so unlimited, 
many farmers have preferred to continue to lease the State-owned land rather 
than to purchase it when tracts are offered for sale. In addition, wheat and 
other farm commodity allotments are normally granted on State-owned lands be- 
ing leased by farmers and are dealt with in all respects as privately owned land 
would be. The records indicate that the county ASC committees established 
annual payment rates for the State-owned land in the same manner that rates 
were established for privately owned land and generally no marked difference 
was found in the value or productivity of these lands. By the same token, the 
Government received comparable adjustment in crop production, irrespective of 
whether the land is State-owned or privately owned. 
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Reports from the field in the area where the problem centered revealed that, 
proportionately, a very limited acreage of such land was placed in the program. 
In Texas it is reported that of 3,667,420 acres placed in the program, approxi- 
mately 1,553 acres were State-owned land, this represents 0.004 percent of the 
total. In Colorado it is reported of 1,295,917 acres placed in the program, approx- 
imately 8,546 acres were State-owned land, this represents 0.066 percent of the 
total. We do not have definite figures for New Mexico but understand that the 
percentage of State-owned land placed in the program is also insignificant. 

Notwithstanding the above comments and information, effective with 1959, the 
soil bank conservation reserve program regulations were amended to prohibit 
the inclusion of State-owned land in the program when annual or cost-share pay- 
ments were being made to the State. Effective beginning with 1960, the program 
regulations were amended to prohibit the inclusion of State-owned land in the 
program under any conditions. 


We appreciate your interest in the soil bank program and trust that the above 
information will provide a satisfactory explanation of the questions involved and 
action that has been taken. If we can be of further assistance, please advise us. 

Sincerely yours, 
H. L. MANWARING, 
Deputy Administrator, Production Adjustment, CSS. 

Mr. Fountain. Mr. Sidney Harris. How are you, Mr. Harris? 

Mr. Harris. Fine, thank you. 

Mr. Founrarn. Please raise your right hand. 

Do you solemnly swear the testimony you are about to give will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Harris. I do. 


TESTIMONY OF SIDNEY HARRIS, DIRECTOR, PORTLAND 
COMMODITY OFFICE, PORTLAND, OREG. 


Mr. Fountatn. Please identify yourself for the record. 

Mr. Harris. My name is Sidney Harris. I am director of the Port- 
land Commodity Office, Portland, Oreg. 

Mr. Fountain. Mr. Harris, I have several preliminary questions 
here which have already been answered several times in several pre- 
vious hearings in one way or another, but I would like the benefit of 
your thinking. 

Is it your understanding that the present law requires that private 
storage facilities are to be used in preference to Government-owned 
facilities where such preference is consistent with the effective and effi- 
cient conduct of CCC’s business ? 

Mr. Harris. Yes, sir. 

Mr. Fountain. And only where such preference is consistent with 
the effective and efficient conduct of CCC’s business # 

Mr. Harris. Yes, sir. 

Mr. Fountain. There is no law you know of requiring any prefer- 
ence at all for facilities which are not “usual and customary,” is there ? 

Mr. Harris. No law requiring that we use them ? 

Mr. Fountain. Yes. 

Mr. Harris. I do not know of any. 

Mr. Fountain. That is requiring any preference at all for com- 
mercial facilities which are not usual and customary. 

Mr. Harris. I know of no such law. 

Mr. Fountain. At this point if there is no objection, I think we 
might put the Comptroller General’s opinion on that subject in the 
record. 


64140—61—pt. 415 
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(The opinion referred to follows :) 


COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, D.C., February 1, 1960. 
B-140926 
Hon. L. H. Fountatn, 
Chairman, Intergovernmental Relations Subcommittee, Committee on Govern- 
ment Operations, House of Representatives. 


Dear Mr. CHAIRMAN: Your letter of January 30, 1960, requests our opinion 
on three questions concerning the authority of the Commodity Credit Corporation 
to use private storage facilities in preference to existing Government-owned 
facilities. The questions will be considered in the order in which presented. 

1. Does the CCC Charter Act or other applicable legislation made it man- 
datory that the Department of Agriculture utilize private warehouses in 
preference to existing Government-owned facilities in the same area, or is it 
legally permissible for the Department to use existing Government facilities 
in the interest of the effective and efficient conduct of its business? 

Section 5 of the Commodity Credit Corporation Charter Act, 15 U.S.C. 714¢, 
provides in part: 

“In the Corporation’s purchasing and selling operations with respect to agri- 
cultural commodities (except sales to other Government agencies), and in the 
warehousing, transporting, processing, or handling of agricultural commodities, 
the Corporation shall, to the maximum extent practicable consistent with the ful- 
fillment of the Corporation’s purposes and the effective and efficient conduct of 
its business, utilize the usual and customary channels, facilities, and arrange- 
ments of trade and commerce.” 

Since the Corporation, under the foregoing provision of law, is required to 
utilize the usual and customary channels, facilities and arrangements of trade 
and commerce only to the maximum extent practicable consistent with the ful- 
fillment of the Corporation’s purposes and the effective and efficient conduct of 
its business, it is clear that such provision of law does not make it mandatory 
that the Department of Agriculture utilize private warehouses in preference to 
existing Government-owned facilities in the same area in all cases. We are 
not aware of any other legislation to the contrary. When the use of private 
storage facilities would not be consistent with the fulfillment of the Corporation’s 
purposes and the effective and efficient conduct of the Corporation’s business, 
it is authorized to use exisitng Government facilities. In fact, section 4(h) 
of the Commodity Credit Corporation Charter Act, as amended, 15 U.S.C. 714b(h), 
specifically authorizes the Corporation to acquire real property or any interest 
therein for the purpose of providing storage adequate to carry out effectively 
and efficiently any of the Corporation’s programs. 

2. Does the CCC Charter Act or other applicable legislation require 
utilization of all types of facilities operated by private individuals for stor- 
age of grain (including such structures as tents, railroad roundhouses, and 
coal bunkers) in preference to existing Government storage facilities, or is 
any requirement for preferential use of private warehouses limited to the 
usual and customary channels, facilities, and arrangements of the private 
storage industry? 

Section 5 of the Commodity Credit Corporation Charter Act, quoted above, 
requires the utilization of only the usual and customary privately owned storage 
facilities. Tents, railroad roundhouses, and coal bunkers generally would not 
be “the usual and customary” facilities for the storage of grain. Since we know 
of no other applicable legislation to the contrary, the requirement for preferential 
use of private warehouses is limited to the usual and customary channels, 
facilities, and arrangements of trade and commerce. 

8. Does the CCC have legal authority to make direct arrangements for the 
use of facilities owned by other Federal agencies or by State and local gov- 
ernments for the storage of Government-owned commodities? 

Section 11 of the Commodity Credit Corporation Charter Act, 15 U.S.C. 714i, 
specifically authorize the Corporation, with the consent of the agency concerned, 
to accept and utilize the facilities of any agency of the Federal Government or 
other agency of any State, the District of Columbia, any territory or possession, 
or any political subdivision thereof. When the use of privately owned usual 
and customary storage facilities would not be consistent with the fulfillment 
of the Corporation’s purposes and the effective and efficient conduct of the Cor- 
poration’s business, the Corporation would be authorized to make direct arrange- 
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ments for the use of facilities owned by other Federal agencies or by States and 
political subdivisions thereof for the storage of Government-owned commodities. 

If we can be of any further assistance in this matter, please let us know. 

Sincerely, 
FRANK H. WEITZELL, 
Assistant Comptroller General of the United States. 

Mr. Founrarn. It is your understanding that it is the policy of the 
Department to require that any privately operated facility, whether 
conventional or nonconventional, whatever the true definition of those 
terms is, be used in preference to available Government facilities even 
if it costs more money ? 

Mr. Harris. I do not know that this problem is applicable to us. 
The only Government facilities we have are the mothball ships. We 
have no bins in the western area. 

Mr. Founratn. Mr. Palmby, I guess you still would answer the 
same way you heretofore answered on that question ? 

Mr. Patsy. Yes, sir. 

Mr. Smiru. Mr. Chairman, may I ask what is the area covered ? 

Mr. Harris. The States of Washington, Oregon, Idaho, Utah, Ne- 
vada, California, Arizona, Alaska, and Hawaii. 

Mr. Fountain. I think at this point in view of that I will ask 
Mr. Palmby this question, which I think we have also asked him be- 
fore: This mandatory preference policy where it results in use of pri- 
vately operated facilities in euedeienen to Government facilities at 
substantial extra cost obviously favors the operators of facilities 
concerned over the taxpayers, who have to pay the extra cost, does 
it not ? 

Mr. Patmpy. Yes, if the cost is obviously greater. 

Mr. Fountain. And it is your feeling that under the present law 
and the policy of the Department that even though the cost may be 
greater, that you will give that preference to commercial operators ? 

Mr. Patmpy. That is right. 

Mr. Nauauton. You give that preference regardless of whether 
it is consistent with effective and efficient operation of the business, 
don’t you? 

Mr. Patmpy. Yes. This is covering old ground, but our policy 
has been, as was that of the administration before us to use com- 
mercial storage facilities and the question arises: Is this consistent 
with efficient, et cetera, management of the corporation? Generally, 
we have made a blanket ruling that this is in line with the most 
efficient management of CCC. 

Mr. Naveuron. Even if it costs more? 

Mr. Patmsy. I know a case can be made that at time it has cost 
more, but comparative costs always become a matter of judgment. 
This is ground we have covered many times before. 

Mr. Fountain. We have no way of knowing. I guess, what it would 
cost if the Government did all of it, but there is no question, is there 
that as a general proposition it does cost more to use commercial 
storage facilities whether justified or not justified under the particular 
circumstances. 

Mr. Patmpy. But we have no comparison available between a situa- 
tion where the Government does it all and where we have some private 
enterprise and some Government. 

Mr. Fountarn. But you know the cost of Government storage? 
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Mr. Patmpy. To the extent we have Government facilities now, yes, 

Mr. Smiru. Increasing the volume of Government facilities would 
not increase the cost of Government storage? 

Mr. Patsy. I go back to the statement I made to this committee as 
far back as January, and I am more convinced than ever that it was 
true. What I said was we can make a very good case that if we 
owned barges and owned trucks we could move this grain much 
cheaper. 

Mr. Smiru. I understood your statement to be to the effect if you 
increased your volume it would increase the cost of Government 
storage. 

Mr. Paumpy. No, we have no way of knowing if the Government 
owned all the equipment whether the cost per bushel would be more or 
less. I think a very good case could be made that the cost would be 
greater because we would not have this commingled contract so that 
the amount of deterioration and so forth would go up. 

Mr. Naveuton. Mr. Palmby, there are individual situations where 
it obviously costs more to use a specific private facility than to use 
Government facilities that might be available, and where this happens 
of course the warehouseman is being favored at the expense of the 
taxpayer because they have to pay more to use his facilities. On 
what basis do you feel such favoritism is justified ? 

Mr. Patmpy. On the Charter Act itself. 

Mr. Navuecuton. We have established that that does not apply where 
it is not consistent with the efficient operation of business. 

Mr. Patsy. I am not quite ready to buy that we have established 
that in the hypothetical situation you have set up. It still gets back 
to the point that somewhere down the road as a matter of philosophy, 
can the Government do it better or can private industry do it better? 
T frankly have felt that in Congress’ action this year on our appro- 
priation bill that we got a better clarification of what was meant 
by this Charter Act, and further I thought we got a very good guide- 
line where it was the feeling, if I understand the Congress through 
the appropriation route, that we should not buy any more CCC bins. 
Mr. Founrarn. But that you should use the CCC bins that you 
have. 

Mr. Patmpy. Yes, and it might interest you that our best estimate 
as of now is that the CCC bins will be filled just under 80 percent of 
their rated capacity. This is about 80 percent useable space that is 
filled and this takes into account the out-of-location States like Mon- 
tana and North Dakota, which is a good example of a fringe area 
for bins. So our occupancy is right at 80 percent, which is quite 
high, really. 

Mr. Founrarn. Let us not get into a marathon again covering the 
same thing we have already covered. I think we understand each 
other and I am ready to predict that in the not too distant future 
Congress will wake up and not do anything to encourage the expansion 
of commercial facilities for the sole purpose of storing surplus com- 
modities. These are taxpayers’ funds being expended and the cir- 
cumstances are different from contractual relations the Government 
normally would have with private enterprise. 

Mr. Naveuton. Going back to the use of nonconventional facilities 
that would not be used normally in a grain operation, the first wide- 
spread use of these came about in 1949 in the post-war period ? 
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Mr. Patmpy. In that general period. 

Mr. NavcHurTon. There was an emergency situation where you had 
to have some place to put the grain, and during one period CCC did 
not have authority to acquire Government facilities. Did you have 
a considerable amount of trouble with these nonconventional facil- 
ities? 

Mr. Patmsy. Did we? 

Mr. Naveuton. Did the CCC ? 

Mr. Patmpy. Do you mean private industry that had contracted 
for the use of the facilities or that we used ourselves ? 

Mr. Naveuton. That private industry had contracted ? 

Mr. Paumpy. We had a great deal of trouble with the Burrus Grain 
Co. operation, as you know. 

Mr. Naventron. Going back to 1951, would you say the previous 
administration had a great deal of difficulty 2 2 

Mr. Pacey. I am not aware of : any. This was before my time. 

Mr. Naveuton. Mr. Pickard, were there not a large number of law- 
suits and damage claims that came up by reason of CCC’s storage in 
nonconventional facilities ? 

Mr. Pickarp. There were some going back to that period ; yes. 

Mr. Naveuton. In other words, the use of that type of facility up 
to 1951 had not been satisfactory ? 

Mr. Patmpy. That is right. 

Mr. Navenron. In 1952 and 1953, as I understand, the use of these 
facilities had declined quite a bit because of reactivation of military 
facilities and also because of the fact stocks had been depleted so that 
you were able to terminate the use of a lot of these. Then I think in 
1953 and 1954 you had two large wheat crops in succession that created 
another emergency. Is that correct # 

Mr. Patmpy. Yes. 

Mr. Navenron. And as a result you approved facilities you prob- 
ably would not have approved had you not had this emergency 
situation ¢ 

Mr. Patmpy. I do not know if I would answer “Yes” or “No” at this 
point. 

Mr. Naventon. You never would have taken Mr. Burrus’ tents if 
you he ad not needed space, would you 4 

Mr. Patmpy. That isright. We have testified about that. 

Mr. Naventon. To distinguish between a normal merchandising 
ility and a none onventional fac ility, would a normal merchandising 
facility have separate bins? 

Mr. Patmpy. Mr. Naughton, you are trying to get me to distinguish 
between conventional and nonconventional facilities and I refuse to 
go along and say this is conventional and that is nonconventional 
because the handling of grain, even in the years you are talking about, 
has changed completely. A man starting from scratch today might 
wish to erect an entirely different house. 

Mr. Naventon. I am talking about facilities to carry on a trading 
operation as contrasted to facilities adapted primarily to storage. 
Those are two different operations, are they not? 

Mr. Harris. That depends on the crops and the various classes. I 
can think of new facilities that have been built primarily by merchan- 
disers back in the country and they are flat houses which to all intents 
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and purposes is what you are calling nonconventional. They happen 
to have been built for grain but they are the same as would be used for 
the storage of canned goods. 

Mr. Naveuton. Aren’t they primarily for storage of Government 

ain ? 

"ie. Harris. No. I can think of some that store very little Govern- 
ment grain. 

Mr. Pautmpy. Let us take a typical Iowa house that deals with corn 
and soybeans. It is built for merchandising generally and is built on 
many turnovers. Producers store most of their corn at harvesttime 
and sell it through the year. So this house is a merchandising house 
yet they take delivery on corn and sell it out and the same is true of 
soybeans. 

The area Mr. Harris is talking about, the houses are built for an en- 
tirely different purpose and still may be used for merchandising. 
They are set up on taking delivery of grain once or twice a year. That 
does not mean it is going under loan. It means it is delivered from a 
harvest field to a house. That is a once-or-twice-a-year deal. 

Ts that not right, Mr. Harris? 

Mr. Harris. That is right. I can take you in other areas, in your 
winter wheat areas, where there will be a warehouseman handling 
wheat that is soft white and does not need a bunch of bins. It depends 
on circumstances. 

Mr. Naventon. Normally the warehouseman has to have a facility 
where he can load grain in fairly expeditiously and can have aeration 
and load out fairly rapidly ? 

Mr. Harris. Or have transportation available to him. 

Mr. Naventon. Do you have any houses that do not have loading 
equipment installed ? 

Mr. Harris. Many do not have permanent equipment. They have 
temporary equipment. 

r. Naucuton. So they use portable equipment to load in and out? 

Mr. Harris. Yes. 

Mr. Navcuton. Do they keep a warehouseman all the time? 

Mr. Harris. Yes. But some have one man for several houses. 

Mr. Naventon. And they move the equipment from house to house? 

Mr. Harris. Yes. 

Mr. Naveuton. Wouldn’t they be in a rough spot if you wanted to 
load out all of the houses at once? 

Mr. Harris. Yes; but if we tried to load out all at once we would 
not have any place to go. We can issue loading orders and get it done 
if we do not run into a boxcar shortage, but then when the receiving 
aa can’t unload fast enough we have to shut down our loading 
orders. 

Mr. Navenron. Is the Pacific coast area, Oregon, California, and 
Washington, an area that normally produces more grain than it can 
consume ? 

Mr. Harris. The area as a whole produces more than they consume. 

Mr. Naveuron. They also, however, handle wheat that is shipped 
in from other areas for export? 

Mr. Harris. Yes. 

Mr. Naveuton. Do you have any grain sorghum production in the 
Pacific Northwest ? 
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Mr. Harris. Very little. There is some in California but very little 
in the Northwest. 

Mr. Naventon. Do you have any corn to amount to anything in the 
Pacific Northwest ? 

Mr. Harris. Idaho and Oregon and Washington are expanding the 
production of corn all the time. 

Mr. Naucuton. Does very much go under loan ? 

Mr. Harris. No. One year we got 400,000 bushels. In the last few 
years we have taken only a little more than one-half million bushels. 
“ Mr. Naueuron. What has been the situation with respect to the 
amount of space available in the Portland Commodity area? 

Mr. Harris. In the Portland Commodity area the last 3 years we 
have had plenty of space. In 1954 and along in there it was tight. 
That does not mean we do not have problems at times. Numerically 
we have plenty of space but we get into difficulties now and then. 

Mr. Naueuton. So you haven’t had a space problem in the Port- 
land area since 1955 ? 

Mr. Harris. 1955 or 1956, along in there. 

Mr. Naveuron. Certainly in recent years you have had no great 
problem ? 

Mr. Harris. No, sir. 

Mr. Nauenron. And as a matter of fact if you had not had very 
substantial amounts of grain shipped in from other areas you would 
today have a lot of empty space? 

Mr. Harris. We would have some, yes. 

Mr. Naueutron. And you would have many buildings that would 
not have been activated at all? 

Mr. Harris. Whether they would have been activated or not, I do 
not know. 

Mr. Naveuton. About how many firms store grain for the Gov- 
ernment in Washington, California, and Oregon ? 

Mr. Harris. We have 300 and some contracts, I believe. 

Mr. Naucuton. You can furnish that for the record ? 

Mr. Harris. We have the figure here and we will read it into the 
record as soon as we locate it. 

Mr. Naucutron. What is the total amount of space for Government 
storage in these three States ? 

Mr. Harris. Three hundred and some million. We can supply the 
actual amount later. As I recall offhand there are 400 million bushels 
UGSA space. 

Mr. Naucuton. That is in the three States of California, Oregon, 
and Washington ? 

Mr. Harris. In the whole area. 

Mr. Naveuton. How much of that would be in California, Oregon, 
and Washington ? 

Mr. Smiru. The 300-plus storage contracts is for the whole area ? 

Mr. Harris. Yes. However, there are far more warehouses than 
that because one contract will cover several warehouses operated by 
the same warehouseman. 

Mr. Navucuton. How is the space under contract divided among 
small independent firms and relatively large storage operators or 
storage co-ops? 
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Mr. Harris. To go back to the other question you asked on the 
number of houses, this is the figure on June 30, 1960. We had a total 
of 760 warehouses representing 393 million bushels of space under the 
Uniform Grain Storage Agreement. 

Mr. Navewron. And do you have separate figures for Washington, 
Oregon, and California ? 

Mr. Harris. Yes. California has 93 houses with 78,516,000 bushels 
capacity. Oregon has 136 houses with 80,386,000 bushels capacity. 
Washington has 306 warehouses with 170, 635 000 bushels capacity. 
Those are active contracts. 

Mr. Naventon. About how many total firms would there be that 
are storing grain in those three States ? 

Mr. Harris. We have 347 agreements. 

Mr. Naveuron. Would there be a situation where one firm may 
have more than one agreement ? 

Mr. Harrts. Yes, ‘if they are in different States. If a firm was 
operating in more than one State it would have an agreement for 
each State. 

Mr. Navueuton. Do they also have more than one agreement in the 
same State? 

Mr. Harris. We have separate numbers. That is the difference be- 
tween 347 and 763. 

Mr. Naveuton. How is the space in those States divided between 
country elevators and elevators in port locations ? 

Mr. Harris. We have in upright elevators—that is tanks—173,859,- 
000 bushels or 44 percent. 

In flat storage we have 147,496,000 bushels or 38 percent. That is 
flat unaerated. In flat aerated we have 62,318,000 or 16 percent. And 
we also have some upright space aerated, 9 488, 000 or 3 percent. This 
isa total upright of 47 percent and a total flat of 53 percent. 

Mr. Navenron. Actually I asked the division between country 
elevators and elevators in port locations. 

Mr. Harris. I do not have that with me. 

Mr. Fountarn. Will yousupply it for the record ? 

Mr. Harris. Yes. 

(The information requested is as follows :) 


Storage capacity approved under the UGSA in port and country positions, as of 
Sept. 30, 1960 


Total Capacity Percent Capacity 


| Percent 
| — (in in port capacity in country 
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capacity 
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thousand position (In port position (In 
bushels) thousand position thousand 
bushels) bushels) 
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1 Excludes 440,000-bushel capacity North Pacific Grain Growers, Inc., at Astoria; and 950,000-bushel 
capacity Louis Dreyfus Corp. at Portland. 
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Mr. Navcuton. What percentage of the warehouse space is owned 
by cooperatives affiliated with the North Pacific Grain Growers? 

Mr. Harris. I do not know. 

Mr. Naveuton. They have a considerable portion of the country 
elevator space ? 

Mr. Harris. Oh, yes. 

Mr. Naveuton. Would the affiliates have half the country elevator 
space in that area? 

Mr. Harris. It could be somewhere around that. I do not know. 
The co-ops are an important factor in that area, that is right. 

Mr. Fountarn. Let me ask a question: How many warehouses did 
you say there were, the total number? 

Mr. Harris. 763. 

Mr. Fountrarn. How many of those have been built in the last 6 or 7 
years 

Mr. Harrts. I do not have the figures on that. 

Mr. Fountrarn. Would it be hard to get it? 

Mr. Harris. I am not sure whether we could develop that or not, 
because when you say built 

Mr. Founrarn. Made available? 

Mr. Harris. We could develop when we first entered into a contract 
with them but here we have contracts that have been with us for years 
and they have picked up an addition or built a flat space adjoining it. 

Mr. Fountain. You could give us an approximation of the amount 
of storage space available now that was not available 6 or 7 years ago? 

Mr. Harris. Yes, I think we could give you that figure. I believe 
that has been furnished once. It shows what we had in 1955 and each 
of the years following that. You already have that. 

Mr. Founrarn. All right. 

Mr. Navcuton. There are comparatively few port locations on the 
Pacific coast, are there not? 

Mr. Harris. Yes. 

Mr. Navueuton. Seattle, Longview, and Tacoma in Washington ? 

Mr. Harris. Vancouver. 

Mr. Naventon. Portland, Astoria, and San Francisco and Stockton, 
and to some extent Los Angeles? 

Mr. Harris. We do not have a contract at Los Angeles although 
they are in the process, we understand, of building an export elevator 
there. 

Mr. Navucuton. Have I missed any of the export locations you have 
on the Pacific coast ? 

Mr. Harrts. I cannot think of any. Basically, they are the San 
Francisco Bay, the Columbia River, and the Puget Sound. 

Mr. Naveuron. All the grain that is exported through the Pacific 
coast has to go through those locations? 

Mr. Harris. Yes. 

Mr. Naveuton. This includes not only grain that is grown on the 
Pacific coast, but historically you have had a movement of wheat and 
barley from Montana and southern Idaho that goes through the 
west coast ? 

Mr. Harris. Yes. 
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Mr. Naventon. Isn’t the reason that freight rates from the western 
part of Montana—there is a breaking point in central Montana—— 

Mr. Harris. The triangle. 

Mr. Naveuton. East of that area it is cheaper to ship through the 
Great Lakes or other ports and west the more economical movement is 
through the Pacific ports ? 

Mr. Harris. Yes. 

Mr. Navueuton. It would vary ? 

Mr. Harris. Yes. There has been quite an upheaval in freight 
rates. 

Mr. Naveuton. Most of the wheat grown in the States of Wash- 
ington and Oregon is not grown near the port location but back in the 
page 

Mr. Harris. That is right. 

Mr. Naueuton. So that any wheat stored in the cities automatically 
has to come from some distance ? 

Mr. Harris. Except in Willamette Valley and Tacoma. 

Mr. Naveuton. Other than that, any wheat in Tacoma and Seattle 
has been shipped in from elsewhere ? 

Mr. Harris. Yes. 

Mr. Naveuron. In Washington and Oregon the major variety of 
wheat grown is White wheat ? 

Mr. Harris. That is right. 

Mr. Navcuaon. Do you have any substantial amount of Hard Win- 
ter wheat ? 

Mr. Harris. No substantial amount in Washington and Oregon. 
There is some. 

Mr. Naveuton. Is it likely if you find Hard Winter wheat in eleva- 
tors in Seattle or Tacoma that it came from Montana ? 

Mr. Harris. Yes, but it could have come out of southern Idaho. 

Mr. Naventon. The Idaho producing area is under the jurisdic- 
tion of the Portland commodity office ? 

Mr. Harris. Yes. 

Mr. Naucuton. So movements are under your control as director, 
and of course you follow the policies outlined but it would not be neces- 
sary for you to consult with Washington to move wheat from Idaho to 
port locations ? 

Mr. Harris. No. 

Mr. Naueuton. However, wheat from Montana that moves west, 
that would have to be cleared in Washington ? 

Mr. Harris. Basically. However, Washington has laid down cer- 
tain guidelines which permit us to move grain under certain conditions 
when prior approval has been granted. 

Mr. Navucuton. Getting back to the port locations, about how many 
firms are there with fairly large storage areas in port cities ? 

Mr. Harris. Port cities or at tidewater? The city of Portland is a 
port city but a lot of grain storage is not on water. 

Mr. Naveuton. Port cities? 

Mr. Harris. I have never gone through and counted them. Going 
through them quickly in my mind I imagine there are a couple dozen 
or more. 

Mr. Navueuton. Would there be that many? I guess if it includes 
California there might be. 
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Mr. Harris. Yes. 

Mr. Navcuton. How many of those firms are owned or controlled 
by persons who got in business primarily to store Government grain ? 
Some people have used the term “Johnny-come-lately’s” to describe 
them. 

Mr. Harris. I want to find out just what you mean there. Do you 
mean the people themselves have never been involved in the grain 
business before ? 

Mr. NavuecutTon. Yes, the owners. 

Mr. Harris. Owners and operators? 

Mr. Naueutron. Naturally they will have a manager that has had 
experience. I am thinking of the —— getting the profit. How 
many are newcomers and got into the business to store Government 

rain ¢ 
: Mr. Harris. Not very many. Most of them have been connected 
with the grain business one way or another. However, if you are 
getting into new corporations these people have formed and are con- 
sidering the corporation as an individual, that is something else. 

Mr. Navauton. I am thinking primarily of the chief financial ben- 
eficiaries. Ican think of afew. For example, did the Tacoma Vege- 
table Oil Co. store any grain prior to 1955? 

Mr. Harris. Not to my knowledge. 

Mr. Naveutron. Was the Western Management Corp. in the grain 
business prior to 1959 ? 

Mr. Harris. That is what I was leading to when you were talking 
about a new corporation. Mr. Ensley has been in the grain business. 

Mr. Naueuron. He is not an owner of Western Management, is he? 

Mr. Harris. I do not know whether he owns any stock or not. 

Mr. Naventon. He is the manager. 

Mr. Harris. Yes. Whether he owns any stock, I do not know. 

Mr. Naveuton. But the owners, have they been in grain storage 
before? 

Mr. Harris. I do not know. 

Mr. Navueuton. I should say the directors. Mr. Gee was in the 
grain brokerage business, as I understand, but did he have any sub- 
stantial grain storage business prior to that time ? 

Mr. Harris. I do not know. I know his father has been in the 
grain business and he went in business with his father. 

Mr. Naveuton. Do you know of any grain storage business he had 
prior to 1953 ? 

Mr. Harris. I do not know of any he had prior to 1953 but there 
again I have not searched the records. 

Mr. Naveuton. He has had some association with the grain busi- 
ness as a broker ? 

Mr. Harris. Yes. 

Mr. Fountatn. Along that line, I guess you have had the creation 
of a lot of new facilities for the storage of grain primarily by people 
who have been in the grain business and who have expanded into the 
grain storage business ? 

Mr. Harris. Yes. 

Mr. Patopy. I do not think you should leave out of this analysis, 
particularly in Mr. Harris’ area in the Northwest, that the movement 
or export of grain has become such a big factor out there. We are 
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exporting over 1 billion bushels of grain a year, and I think you have 
to realize this perhaps has given more stimulus to building along 
the shoreline, because in this export setup which we have had all 
around the west coast and the gulf, there has been a rapid expansion 
of not only export. houses but feeders to the export houses. 

Mr. Founratn. Do most of the exports move out of those facilities 
near ports? 

Mr. Paumpy. Mr. Harris is in a better position to answer that? 

Mr. Harris. Do you mean do they move directly out of there to 
export ? 

Mr. Founratrn. Yes. 

Mr. Harris. No, they have to move out of houses that accommodate 
ships. That is where we have our bottleneck. 

Mr. Naveuton. Do you know of any other firms in west coast port 
cities which have come into existence solely or primarily for the 
storage of Government grain ? 

Mr. Harris. The Three-State Warehouse Co. However, they were 
in the grain business. Lawrence Warehouse Co., I believe, entered 
grain storage in 1954 or 1955 but they have been in the field warehous- 
ing for years. 

Mr. Naueuton. So, of course, these have had some association with 
the grain business? 

Mr. Harris. That is right. 

Jumping down to California, I think most of these people have 
been connected with the grain business or one of the members of thie 
firms have been connected with the grain business. 

Mr. Naveuton. These three I have named, with a reservation on 
Mr. Gee, would be the prime examples of firms owned or run by 
people or controlled by people who have had no prior connection? 

Mr. Harris. Unless Mr. Ensley has an interest in that company. I 
cdo not know whether he has or not. 

Mr. Naveuton. He is not an officer. 

Mr. Harris. He is not an officer, but he could have an interest. 

Mr. Naveuton. He was not active in the formation of the company. 
He was employed as the manager, was he not ? 

Mr. Harrts. He was employed as the manager, but whether he has 
an interest, I do not know. He is not on the board of directors. 

Mr. Naveurton. I think there are some questions Mr. Ballou would 
be better able to answer. 

(Whereupon, Mr. Roland F. Ballou was sworn by the chairman.) 


STATEMENT OF ROLAND F. BALLOU, ASSISTANT DEPUTY AD- 
MINISTRATOR FOR OPERATIONS, COMMODITY STABILIZATION 
SERVICE 


Mr. Fountatn. Please identify yourself for the record. 

Mr. Batxov. Roland F. Ballou, Assistant Deputy Administrator 
for Operations, Commodity Stabilization Service. 

Mr. Naveuton. Would you describe the procedures used to deter- 
mine whether grain should be shipped from one commodity area to 
another ? 

Mr. Batxov. In interarea movements we require Washington ap- 
proval. Basically we do not move any grain unless we have to. In 
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the event there is a tight storage situation or in the event there is a 
program need for grain in a particular area, that largely dictates 
the reason for moving grain from one area to another. In the event 
that a situation develops which may be of minor character in terms 
of the movement from one area to another, that is normally approved 
in the grain division. In the event of a rather large movement, that 
normally requires consideration by the Administrator's office and a 
decision arrived at at that place. 

Mr. Navcutron. What would you describe as a large movement? 

Mr. Batxiov. I would rather go about it the other way. What I 
would consider to be a minor movement would be up to one-half 
million bushels. 

Mr. Naventon. If you had a movement of 10 or 15 or 20 million 
bushels it would be a major one ? 

Mr. Batiov. Yes. 

Mr. Naucuron. You have indicated you will move grain for pro- 
gram uses or in the event of a storage scarcity near the point of 
production ¢ 

Mr. Battov. Yes, sir. 

Mr. Naveuron. And, of course, the reason you would not move it 
except for those two reasons is that when you do you incur freight 
charges? 

Mr. Batiov. Yes. 

Mr. Naueuron. If you have grain at the point of production you 
can usually move it in more than one direction ¢ 

Mr. Batxiov. That is right. 

Mr. Naventon. You have not hampered your position by putting 
freight on it? 

Mr. Batxov. That is right. 

Mr. Naueuton. However, once you have moved grain to a port and 
paid freight on it to a port you would not normally have it back- 
hauled into the country ? 

Mr. Batxov. That is right. 

Mr. Naventon. You put so much freight on it you cannot do any- 
thing but export it? 

Mr. Batuov. Yes. 

Mr. Naveuton. Who has authority to determine that any move- 
ment authorized is in the interest of efficiency and economy ? 

Mr. Batiov. The Administrator’s office in Washington. 

Mr. Naveuton. The Administrator is Mr. Berger and under him is 
Mr. Palmby, the Associate Administrator. Who has the immediate 
responsibility ¢ 

Mr. Batxov. I think that is primarily in the Grain Division, 

Mr. Naveuron. Are minor decisions made by the Grain Division 
and major decisions by the Administrator ? 

Mr. Batiov. The Administrator or the Board of Directors. 

Mr. Navuecuton. It would come within the authority of the Deputy 
Administrator for Operations, would it not ? 

Mr. Batiov. That is right. Normally the Grain Division would 
make a recommendation and pass it on. 

Mr. Naucuton. What is your role in this? Do you make any of 
these decisions? 

Mr. Batiov. Not on an individual basis, no. 
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Mr. Naveuron. Is a recommendation customarily made down the 
line that is followed except in unusual circumstances / 

Mr. Batxov. Ordinarily we would receive a recommendation or a 
situation report from the field office involved. That would be 
analyzed by the Grain Division and they would make their recommen- 
dation and the Administrator’s office would go aye or nay. 

Mr. Naveuton. About how often would it go nay? 

Mr. Batiov. Not too often for the reason that I think our people in 
the field are pretty familiar with what our policies have been and they 
certainly recognize that we do not want to move grain unless we abso- 
lutely have to, and normally they would only come in with situation 
reports that would demand that some action betaken. 

Mr. Naveuton. And the decision in the case of major movements 
might go to the Board of Directors? 

Mr. Batuov. Yes. y . 

Mr. Naveuton. I think you said it is not the policy to ship grain 
for long distances to provide profits for warehousemen ? 

Mr. Batxov. No. 

Mr. Naveuton. Now what procedures are in effect to make sure that 
Government facilities available near the point of production are used 
before additional freight expense is incurred ? 

Mr. Batxov. Usually the report we receive would take into consid- 
eration the availability of bins in the area. 

Mr. Nauecuton. Who makes that report? 

Mr. Batiov. Normally out of the Administrator’s office after con- 
sultation with the office involved. 

Mr. Naveuton. You say normally ? 

Mr. Battov. I would say generally speaking. 

Mr. Naveuton. Do you remember any exceptions? 

Mr. Barxov. No. 

Mr. Naventon. So the Administrator’s office would consult with 
the State office ? 

Mr. Batuov. Yes. 

Mr. Navucuton. What is the approximate total amount of CCC 
grain transferred to the Portland office from other commodity offices 
since the summer of 1955 ? 

Mr. Batiov. Well, we have shipped a little over 100 million bushels 
of grain from Minneapolis out to Portland and a big shipment of 
milo in the fall of 1958; I do not recall exactly, but about 150 million 
in total. 

Mr. Naveurton. In addition there may have been further move- 
oe when producers shipped grain to the Pacific coast to go under 

oan ? 

Mr. Batxov. There was an occasion in the fall and winter of 1957, I 
believe, when producers shipped 8 or 9 million bushels of milo to the 
west coast under price support. 

Mr. Naventon. About how much of the grain was transferred for 
storage and how much for export or domestic sale? 

Mr. Batiov. I would have to carefully analyze that before coming 
up with figures. 

Mr. Naveuton. The 37 million bushels of grain sorghum was pri- 
marily for storage? 

Mr. Batxov. Yes. 
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Mr. Naveutron. And 17 million bushels of corn in 1955 was for 
storage ? 

Mr. Batiov. That was a combination, as I recall. 

Mr. Naveuton. In 1956 about 18 million bushels of wheat were 
shipped from the Minneapolis office area, I assume from Montana, to 
the Portland commodity area. How much of that was for export? 

Mr. Batxov. In 1956 the majority of movement from Montana 
west was primarily because of the storage situation in Montana. 

Mr. NaucutTon. In 1956? 

Mr. Batxov. In 1956. 

Mr. Naveuton. Didn’t you buy 10 million bushels of Government 
bin space in Montana in 1956 ? 

Mr. Batuov. Yes. 

Mr. Naveuton. How much did you use? 

Mr. Batxov. I donot know. 

Mr. Naveuton. Isn’t it true you did not use one bushel of that space? 

Mr. Batiov. It was not used as much as we would like. 

Mr. Navueuton. It was not used at all, was it ? 

Mr. Bauiov. I do not know. 

Mr. Naucuron. This movement continued in late 1956, although 
you had empty space. 

Mr. Batiov. The movement after 1956 was to accommodate the new 
harvest. 

Mr. Patmpy. May I respond to that? 

It is true there was no grain, or practically no grain, put in this 10 
million bushels of space. The reason was the crop was less than we 
had estimated, and if you are familiar with the Montana weather con- 
ditions you know the crop condition can change in a few hours in 
Montana. 

Mr. Smiru. Were these bins built for the harvest in 1956 ? 

Mr. Patmpy. They were built for the 1956 takeover. The takeover 
was being delayed while we constructed bins. In an area like Mon- 
tana and North and South Dakota the takeover and the harvest come 
together. You get through one and into another. So we had to 

ess what the takeover would be and also what the new harvest would 

We missed it. The crop conditions changed and the farmers did 
not deliver as much as we thought they were going to or that they 
told us they would. 

Mr. Smrrx. The movement in the winter was in preparation for 
the 1957 crop ? 

Mr. Patmpy. The bins were being erected in the spring and it looked 
like we needed to erect this amount of bins to handle not only the 
takeover but the new crop. 

Mr. Surru. This was in the spring of 1956? 

Mr. Patsy. Spring and summer. 

Mr. Smrru. But as I understand, there was another big movement 
in the winter of 1956 ? 

Mr. Battov. No. There was only a total of 18 million for 1956. 

Mr. Smiru. That was in the spring? 

Mr. Batxiov. Late spring and summer. 

Mr. Naveuton. Can you give us an overall estimate of how much 
of this was shipped for storage and how much for export purposes? 

Mr. Patmpy. I could not estimate on this without going back and 
making a study. 
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Mr. Naveuton. Are you sure about these facts on the Montana 
situation ? 

Mr. Patmpy. I am familiar with the weather conditions because 
as I recall we erected some more bins in 1957. I was in on it and all 
our top people were. We resolved after this, that we would not erect 
any more bins in Montana. I am the first to tell you it was a mistake, 
but we did it. Following that we have had them fairly well filled on 
one or two occasions, but to attempt to guess the takeover and at the 
same time the crop in a State like Montana is an impossible thing to do. 

Mr. Navcuron. So that we can clarify this, what is the date on 
which you would know the size of the crop? 

Mr. Patmey. When it is being harvested. 

Mr. Navcuton. When is that ? 

Mr. Patmpy. August and September. 

Mr. Naveuton. So that certainly by the end of September you 
would know what the total of your old and new crop wheat would be, 
approximately ? 

Mr. Patmsy. We should, yes. 

Mr. Naucuton. Would you make any movements for storage after 
that time with all these empty bins? 

Mr. Patmpy. There may have been some program needs after that. 
I know in this period of time we had a very active export market 
= ot in Montana and as I recall a big part of this movement was 

arley. 

Mr. Naventon. If the bins were there available and empty and 
after September you knew what you needed, you would not normally 
want to move it to the West ? 

Mr. Paumpy. That is right. 

Mr. Navenron. So late in the year, you should not have move- 
ments for storage ? 

Mr. Paumpy. I would make a snap statement that the late year 
movements are for program purposes and that is primarily export. 

Mr. Naveuton. Much of your grain exports from the Pacific coast 
in 1956—as a matter of fact, even now—are heavily affected by Gov- 
ernment programs, are they not? About how much do we have in 
dollar exports compared to Government exports? 

Mr. Parmsy. The Japanese have taken 30 million bushels of Soft 
White wheat per year. That isthe primary cash movement. In addi- 
tion, there has been some other cash movement. A fair figure would 
be about 40 million bushels cash export per year. 

Mr. Naveuton. In terms of value, about what percentage of the 
exports of grain would be Government financed and how much would 
be strict dollar sales? 

Mr. Harris. They are all Government because on the wheat you 
have your wheat subsidy. 

Mr. Naveuton. But I am talking about shipments which the Gov- 
ernment finances as well as subsidizes. 

Mr. Patmsy. There has been a good barley movement out of Port- 


land. That is primarily a dollarmovement. As to wheat, Soft White, 
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part was out of Portland. It was 128 million the year before, 98 
million the year before that, and 117 million the year before that. 
That is not all out of Portland. But if 35 million or so of this is for 
dollars, then the balance is Government programs. In addition to 
this there is some Hard wheat movement from the west coast. 

Mr. Naveuton. In the 1955-56 year you exported 65 million bushels 
of wheat from the Portland Pacific coast. In 1956-57, starting in 
July 1956, the total was 201 million, which was three times as high. 
I note 65 million went to India. Was that primarily donated ? 

Mr. Patmpsy. Title I. 

Mr. Naveu'ron. I notice 14 million went to Korea. 

Mr. Patmsy. Again primarily title I. 

Mr. Naueuton. Pakistan 14 million. 

Mr. Patmpy. The same thing. 

Mr. Naueuron. France, 17 million. 

Mr. Patmpy. Some of that was title I. 

Mr. Naveuron. To the extent these exports are donations or fi- 
nanced under title I, CCC has a lot to do with how much will be 
exported ? 

Mr. Patmpy. We have a lot to do with all the wheat exported but 
more particularly with title I. 

Mr. Naventon. Did Mr. Corey have anything to do with working 
on some of these title I exports to India? 

Mr. Patmpy. No. 

Mr. Nauecuton. Who made the decision that all this Soft White 
wheat should go to India? 

Mr. Patmsy. The Department overall, and as I look over it now 
the earlier title I agreements and the purchase agreements issued 
under these agreements, were issued very broadly so that a foreign 
country such as India could buy any class of wheat it desired. In the 
early days of the title I program we had no controls as such as to 
what class of wheat would move. So, again, India, Pakistan, Korea, 
all these are under title I and no controls machinery was set up that 
would limit the Soft White movement. They naturally bought 
primarily Soft White, and again, in the early days of title I, price was 
the lesser factor as regards the foreign recipient than it is today. 

In contrast to this today, purchase authorizations are very specific 
in stating the class of wheat that can be bought. It certainly appears 
to me that price has become more of a factor in most of these countries 
now as compared to former years. 

Mr. Naveuton. Mr. Chairman, we might put into the record at this 
point some tables I have indicating the classes and amounts of wheat 
which were exported from Pacific coast ports. 

Mr. Patmpy. Based upon 

Mr. Founratn. Based upon reports from the Department? 

Mr. Naveuton. Yes. 

Mr. Founrarn. If there is no objection, it will be inserted in the 
record. 

64140—61—pt. 4 —16 
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(The document referred to follows :) 


Pacific coast exports of wheat, by classes 


(Thousands of bushels] 


| 
July to June Hard Red|Hard Red) Soft Red| White Durum Mixed Total 
Spring | Winter | Winter 


gens 00 $906... --._..-...-.....-. : 58, 0} 6s.007 
1956 to 1957-..------------------ , +. , ; 6, a | 201, 557 
; ; 0 
0 


1957 to 1958... 122) 688 
1958 to 1959. 


87, 336 
1959 to 1960. 


124, 386 


Pacific coast exports of wheat, by destinations 
(Thousands of bushels] 


Country 


15, 741 
21,217 


Mr. Naveuton. Going back a little bit to the actual shipments in 
1955, I believe some 17 million bushels of corn were transferred to 
the Portland area for storage from Minnesota and North and South 


Dakota. 

Mr. Ballou, are you familiar with that movement? 

Mr. Bauxov. I think that is a little high for the origins you men- 
tioned. I do not believe it was quite that much although it may have 
been. 

I think a good part of that came out of Iowa and some from 
Nebraska. 

Mr. Naveuton. My understanding is on the basis of information 
furnished to the Appropriations Committee by the Department. 
Are yee familiar with the decision, Mr. Ballou, made to ship that 
corn? 

Mr. Bauuov. Fairly so. It has been quite a long time ago. 

Mr. Naveuton. Do you recall where that decision was made? 

Mr. Bauuov. I think that went to the CCC Board. 

Mr. Naveuton. Wasn’t the original discussion of it at an Advisory 
Committee meeting of July 12, 1955, in Minneapolis? 

Mr. Batxov. It could have been discussed at that time. 

Mr. Patmpy. May I comment on that? 

Mr. Founrarn. Yes. 

Mr. Patmpsy. I was present at that meeting. I was State Chair- 
man of the Minnesota Committee at that time. The decision was 
not firmed up at that meeting. It was a considered opinion of the 
several States assembled, consisting particularly of Minnesota, South 
Dakota, Iowa, that we were short at least this much space. Mr. 
McLain, the then Director of the Grain Division, was present and 
others. I do not recall all of the others, but there was a portion of 
the Advisory Committee there that day and together we all agreed 
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that crop prospects being what they were, prices being what the 
were, that this was the minimum amount that had to be moved, 
keeping in mind we were looking at the feasibility of building bins 
at the then late date. 

This was in July. It was impossible to build bins and get them 
erected in time to take over. I was stationed in Minnesota not in 
Washington, I am sure that Mr. McLain and others brought the 
thinking back here shortly afterward as the decision was firmed up. 

Mr. Pavenson. What was the cost of building bins compared to 
what 

Mr. Patmpy. It was impossible to build bins. 

Mr. Naveuton. Didn’t — have reports earlier that this problem 
was going to present itself? Did this corn spring up overnight? 

Mr. Patmsy. Yes, we did have crop reports as we have crop reports 
each year. 

What happened in July and August—and I am sure Mr. McLain 
testified on this—is that we had unseasonably dry weather, particu- 
larly in South Dakota and Minnesota and the crops just did not 
materialize. Many producers held back corn because of this so the 
deliveries were less and the new crop was less. 

Mr. Naveuton. Was it apparent in September that you were not 
going to get the crops you thought you had? 

Mr. Patmsy. Along in September, yes, and when the movement 
was underway. However, I knew I would not recommend—which 
I did not until the takeover period was passed, which was in October 
and we knew for sure what the crop was going to be—that we change 
our plans. I know that by that time movements were underway 
and commitments made. 

Mr. Naveuton. Commitments had been made to whom? 

Mr. Paumpy. To our State and commodity office people that that 
is what we were going to do. 

Mr. Navueutron. They were not concerned about getting corn 
moved out as long as they did not need the space? 

Mr. Patsy. Space was necessary, so far as I knew, up until that 
time. 

Mr. Navcuton. Up to October, but did you make any movements 
or after that? 

Mr. Patmsy. I do not recall. 

Mr. Navucuton. You did. You made movements up until 
January. 

Mr. Patmpy. This sounds very possible. 

Mr. Naveuton. Would you also agree with me if I said you paid 
45 to 63 cents a bushel for freight to ship it out there and the 
erected cost of bins purchased in Iowa and Minnesota in 1955 was 
a little less than 25 cents a bushel? 

Mr. Patmepy. That sounds right, on the bins. I am not aware of 
what the—— 

Mr. Naventon. Mr. McLain is my authority for freight costs be- 
ing 45 to 63 cents a bushel. Granting that everything 

Mr. Founrarn. Repeat that again, please. 

Mr. Naveuton. 45 to 63 cents a bushel was the cost of freight to the 
Pacific coast. 

Mr. Fountatn. How much to build bins? 
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Mr. Navucuton. Less than 25 cents per bushel. 

Even assuming your crop reports were inaccurate and that you did 
feel you were going to have an awfully tight space position and did 
not have time to order more bins 

Mr. Patmsy. May I interrupt you just a minute? 

Mr. Navueuton. Go ahead. 

Mr. Patmpy. I was interested in these programs back in 1948 and 
1949 and I would suggest to you that it would make a very interesting 
study to see what happened to some of the bins ordered in 1949, at an 
earlier date than this. 

Mr. Fountain. What do you mean? What happened to the bins? 

Mr. Patmpy. They did not get erected until frost hit and the cost of 
erection and the job of erection was very bad so that since that date 
we have had to replace a good many of the floors and recoat the 
quonsets because of leaking roofs, and so on. This is what happens 
in acrash, late erection program. 

Mr. Fountain. You know more about the building of bins now 
than then ? 

Mr. Patmpy. We did not know much more in 1955. We really 
learned how to build good bins about a year later. We were just in 
~~ transformation stage when we really learned how to build bins 

ast. 

Mr. Naveuton. That is when you stopped acquiring bins, in 1956? 

Mr. Patmpy. Right. 

Mr. Navuecuton. I am familiar with the 1948-49 situation and I 
think the amounts involved were not tremendously large, but granted 
there were some irregularities. I think you would agree with me that 
the Government did not incur as much cost for the corn stored in those 
hastily built bins as on the corn shipped out to the Pacific coast in 1955 
at 63 cents a bushel; would you agree? 

Mr. Patmpy. Yes; the cost was less. The final returns on this corn, 
however, were greater than if the corn had been left in the Corn Belt. 

Mr. Fountarn. What was that last statement? The final returns? 

Mr. Pautmpy. The final returns which we realized—and I have not 
reviewed this record for a long time, but subject to my own correc- 
tion—the final returns which the Corporation realized on the corn 
shipped out was greater than if we had not put any freight in. In 
other words, we realized part of this freight back. 

Mr. Patmpy. DoI make myself clear? 

Mr. Fountarn. I am trying to figure out how you could realize more. 

Mr. Patmsy. No, more net. We did not realize it all back, but the 
point I am saying is that all of the freight paid in is not lost, and 
again looking back with hindsight on this thing, it was the considered 
opinion at that time that there was a very real opportunity to develop 
some export flow of corn out to the west coast. I am sorry to say that 
that has not developed as much as the people thought it might. 

This was part of the thinking back when we were still doing some 
preliminary work on corn exports when we did not know markets as 
well as we do today. 

Mr. Founra1n. How much would that freight be that was recovered 
and how was it recovered ? 

Mr. Patsy. I do not have that at my fingertips. Keep in mind 
the market price out there for corn is always higher. 
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Mr. Founta1n. That is what you have in mind ? 

Mr. Patsy. I mean location differentials. I think we have a good 
record on this and I will be happy to supply it. 

(The information referred to as supplied by the Department of 
Agriculture is as follows :) 

The records of the Department of Agriculture indicate that the corn which was 
shipped from the western part of the Corn Belt to the west coast was sold for an 
average $1.42 per bushel basis No. 2 yellow corn. If it had been sold at Minne- 
apolis at or about the same time the gross return would have averaged about $1.23 
per bushel. In other words, we realized 19 cents per bushel more from the ulti- 
mate sale of the corn than would have been the case if the movement to the west 
coast had not taken place. In addition, we did not have the cost of transporting 
the corn from country point to Minneapolis or some other local market. We thus 
recovered a substantial portion of the amount that CCC paid out in freight 
charges for the movement west- We recognize that some of the corn would 
have been sold in markets other than Minneapolis in the absence of this move- 
ment. However, we believe the figures for Minneapolis are also representative 
of the other midcontinent markets in which the corn could have been sold. 

Mr. Smrru. Have you sold this grain that was moved at that time, 
asubstantial portion of it ? 

Mr. Patmpy. It is all gone; yes. 

Mr. Navucuton. Getting back to this movement, I notice here in 
some information furnished to the Appropriations Committee, that 
you began on August 6 and made a shipment of 792,000 bushels by 
August 20, and then by September 4, you moved another million and 
a half and another 5 million by October 4. After that time, you 
moved about 8 million bushels, including some as late as February 23. 

During that time, as I understand it, I believe the figure is around 
50 million bushels of empty bin space that you had in lowa alone and 
possibly 17 or 18 million in Minnesota. 

What justification is there for shipping this corn out to the Pacific 
coast away from these empty bins? What justification was there after 
October 4? 

Mr. Patmey. I do not have my file here on this, and I do not think 
you do, Mr. Ballou—but before I go further in answering these ques- 
tions on the further justifications, [ would like to have an opportunity 
to refresh my memory on this. This was before I was ever in Wash- 
ington. All Lam quoting you is from memory. 

Mr. Naveuton. Mr. Ballou, you were with the Department at the 
time. What justification would you have for making those shipments ? 

Mr. Batiov. I would have to review the file on the thing. I have 
not looked at it for a long, long time. 

Mr. Naveuton. Do you doubt the fact that there was a lot of 
empty bin space there ? 

Mr. Batxov. I do not doubt your word at all. 

Mr. Navueuton. It is information furnished by the Department. 
The decision was made to move this grain, or rather there was dis- 
cussion of it at the Advisory Committee meeting in Minneapolis on 
July 22, 1955. 

Mr. Palmby, I think you indicated that representatives of ware- 
house interest were there. Do you recall who they were? 

Mr. Patmpy. The only one I can remember is Mr. Frank Theis, 
who acted as spokesman for the Advisory Committee through the 
years. Beyond that, I do not recall. I suspect we have a record of it. 

Mr. Naveuton. Do you recall that Mr. Corey made a recommenda- 
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tion that the grain be shipped, or corn be shipped out to the west coast? 

Mr. Paumsy. No, sir; I do not recall it. 

Mr. Caruson. Mr. Chairman? 

Mr. Founrarn. Mr. Carlson. 

Mr. Caruson. Mr. Palmby, to the extent you expected an export 
market to develop to the west coast, to that extent you would have 
shipped regardless of the cost and the cost of bin construction would 
have been irrelevant ? 

Mr. Patmpy. That is correct, Mr. Carlson. That is why I sure 
would like to review our files and our thinking on'this because I recall 
so vividly the state of flux and lack of knowledge in this Department 
as to what we might expect in export movement, and the desire on the 
part of the Congress for us to push exports. This was the beginning, 
really, of these market development programs, and you have our push- 
ing out in the export market. This received real consideration in this 
movement and I just want to go back and look at the files to see all of 
the consideration which this did get, causing the decision to be made 
to move this corn. 

Mr. Fountain. In moving that much, do you think your record on 
this disclosed you had reasonable expectations of export? 

Mr. Patmpsy. I would like to go back and review that. This is 
quite old. 

Mr. Naveuton. Mr. Palmby, I just found those figures. 

On October 1, 1955, there were 29 million bushels of empty bin 
space in Minnesota and 65 million in Iowa. This was after the take- 
over should have been fairly well completed. 

Do you recall] Mr. Corey making a recommendation that this corn 
be shipped out to fill warehouse space on the Pacific coast ? 

Mr. Patmpy. No I donot recall. 

Mr. Naveuton. Mr. Corey is quoted as saying that there was a 
substantial quantity of space available and that his area could take 
at least 15.5 million bushels for storage. There is no mention there 
ofexports. That is for storage. 

Mr. Corey also indicated this would fill only half the empty space 
on the Pacific coast because of a decided decrease in barley and wheat 
in that area. According to this report, the corn was taken from 
bins or from elevators, but if taken from elevators, other corn would 
be removed from bins and placed in the elevators from which the 
corn was shipped west so in effect you were taking corn out of the 
bins to ship west. 

Mr. Patsy. Again, Mr. Naughton, I would like to have the op- 
portunity to go back and review this whole movement. It was before 
I wasin Washington. 

Mr. Naueuron. On that point, in a report by staff investigators of 
the Appropriations Committee, Mr. Robert Enloe, the assistant vice 
president of the Continental Grain Co. in Portland, is reported to have 
advised the investigators that during July 1955 it became apparent 
that there would be 40 to 50 million bushels of empty space in the 
Northwest because of a 25 percent crop reduction and also that many 
warehousemen had heavy investments in storage facilities and were 
desirous of getting corn moved tothe west coast. Mr. Enloe reportedly 
said his company recently built a 2.8 million capacity flat storage 
structure for corn storage. 
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In the light of all that, does it look like this movement was made—— 

Mr. Patsy. I asked if I could not go back and study the file. It 
was before I was in Washington. 

Mr. Fountain. Go back and study it and advise the committee what 
you find. 
; Mr. Patmsy. Thank you. I will be happy to do so. 

(Mr. Palmby did not furnish any subsequent comment to the sub- 
committee. An investigation report by the staff of the House Appro- 
priations Committee concerning the corn shipments follows :) 


Excerpt FroM INVESTIGATION REPORT ON COMMODITY STABILIZATION SERVICE— 
DEPARTMENT OF AGRICULTURE APPROPRIATIONS FOR 1957 


MOVEMENT OF GRAIN 


Inquiry was made by the staff to determine whether excessive transportation 
expense was being incurred in the movement of grain. The staff found that offi- 
cials of CSS had determined during the summer of 1955, that between 15 and 19 
million bushels of corn would be moved from the Middle West to the west coast 
for storage in elevators on the west coast. Approximately 15 million bushels of 
the corn were to be moved from the State of Minnesota. Originally, it was con- 
templated that 4 million bushels of corn would be moved from the areas covered 
by the Chicago and Kansas City commodity offices. However, this latter figure 
was subsequently revised downward to approximately 2 million bushels. 

Inasmuch as most of the corn moved to the west coast originated within the 
area covered by the Minneapolis commodity office, the staff’s inquiry with respect 
to this matter has been limited to such corn. 

Mr. Marvin L. McLain, Director, Grain Division, in a memorandum dated 
December 16, 1955, stated: 

* * * “The decision to move corn to the west coast was made at a meeting of 
Commodity Stabilization Service and trade personnel held in Minneapolis, Minn., 
July 22, 1955. During this meeting the storage situation was thoroughly dis- 
cussed and a determination made as to the storage capacity to be purchased 
by Commodity Credit Corporation in the form of steel bins. Mr. Earl C. Corey, 
director of the Portland, Oreg., CSS office, indicated that because of a decided 
decrease in the estimated crops of barley and wheat in his area there was a 
substantial quantity of space available and that if it was feasible that area 
could take at least 1514 million bushels of corn for storage. This quantity 
represented about one-half of the surplus storage in that area. Because it was 
unlikely that CCC could obtain sufficient steel-bin capacity to take care of the 
anticipated corn deliveries in sufficient time to accept delivery of the corn prior 
to harvest, it appeared practical to move the corn to the west coast for 
storage.” 

* * * “No assurance was given west coast elevator operators concerning the 
quantity of corn which would be moved to the west coast or the time such corn 
would remain in storage and no contract obligations were entered into. 

“The Minneapolis CSS office was instructed on August 1, 1955, to move corn 
to the west coast and the Chicago CSS office was instructed on August 12, 1955, 
to move corn to the west coast. * * * There are about 1 million bushels yet 
to be shipped from the Minneapolis area to the west coast. 

“The ocean freight rate from the west coast to Europe is about 13 cents per 
bushel more than the ocean freight rate from the east coast to Europe. This, 
however, does not mean that this disadvantage will apply to any or all of the 
corn shipped to the west coast. It is possible that all of this corn may go to 
countries normally moving grain from the west coast. * * * 

“No agreement has been made with anyone concerning the position of the 
corn stored on the west coast. It is hoped that it will be possible to move the 
corn export. The statutory minimum sales price for unrestricted domestic use 
is the 1955 corn loan rate at the point of production, plus 15 cents, plus the 
freight rate from the point of origin to the point of storage. The loan rate for 
southwest Minnesota is about $1.48 per bushel. The freight rate to the west 
coast varies between 45 and 63 cents per bushel. Therefore, the statutory mini- 
mum sales price would be somewhere in the neighborhood of $2.17 per bushel. 
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“The corn which was moved to the west coast was taken either directly from 
CCC bins or from elevators; however, when corn was shipped from elevators 
other corn was removed from bins and placed in the elevators from which the 
corn was shipped west. * * * 

“There is some empty CCC bin space in the general area from which the corn 
was shipped to the west coast; however, we have no information which indicates 
that the empty space is at the same points from which the corn was moved to 
the west coast. It was the opinion of the State committee that if there was 
empty bin space resulting from the west coast movement it would be needed 
next spring. The uncertainty of the time of delivery and erection of new bins 
made it appear practical to continue shipments of the corn. 

“The erected cost of bins purchased last summer was about 23.1 cents per 
bushel for Iowa and 24.3 cents for Minnesota. * * *” 

In a teletype dated December 16, 1955, the Minneapolis office furnished the 
following information with respect to the shipment of corn from its area to 
the west coast: 

* * * “1. The initial shipment was made on August 6, 1955, and the quantities 
shipped during each 2-week period thereafter are stated below: 

Bushels 
Aug. 6 through Aug. 20 792, 000 
Aug. 21 through Sept. 4 1, 500, 000 
Sept. 5 through Sept. 19 2, 566, 000 
Sept. 20 through Oct. 4 2, 578, 000 
Oct. 5 through Oct. 19 2, 064, 000 
Oct. 20 through Nov. 2 1, 294, 000 
Nov. 3 through Nov. 17 1, 130, 000 
Nov. 18 through Dec. 2 1, 256, 000 
Dec. 3 through to date 712, 000 


13, 892, 000 
“2. States from which the corn was shipped and quantity from each State: 


Bushels 
11, 663, 000 
2, 033, 000 
196, 000 


Total 13, 892, 000 
“3. Balance of corn to be shipped to the Portland area: about 1,200,000 bushels. 


Source of corn shipped : Bushels 
In (bin) site 9, 696, 460 
Country elevator 2, 039, 779 
Farm stored deliveries 1, 230, 761 
Terminal elevators 


13, 892, 000 


“No corn was moved from bin sites to replace the corn shipped out of country 
elevators. About 20 percent of the corn shipped from terminal elevators was 
replaced by country corn which, although storable, was not usable in the west 
coast movement.” 

The preceding teletype indicates that 6,456,000 bushels of corn were shipped 
to the west coast from the Minneapolis area after October 5, 1955. It further 
indicates that there still remains to be shipped 1,200,000 bushels of corn as 
of December 16, 1955. The maturity date on corn loans is July 31 and pro- 
ducers have 2 months to deliver their corn under loan to CCC. Therefore, by 
October 1, 1955, CSS should have been in a position to determine whether it 
would be necessary to ship additional corn to the west coast because of lack 
of storage facilities in the Middle West. 

It was indicated in section V of this report that within four States in the 
Middle West, including Minnesota, there was empty bin capacity in excess of 
110 million bushels. 

In his memorandum Mr. McLain indicated that the corn moved to the west 
coast would have to be sold at the formula price on the domestic market which 
would be approximately $2.17 per bushel. This price would include freight in 
the amount of between 45 cents and 63 cents per bushel. Since Mr. Earl C. 
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Corey, director of the Portland office, advised that the domestic market price for 
corn in his area was approximately $1.591%4, CCC, at least for the present time, 
will be unable to sell storable corn being moved to the west coast on the domestic 
market. 

Mr. McLain said in his memorandum that all of the corn being moved to the 
west coast may be sold to countries which normally import from the west coast. 
He stated, therefore, that the ocean freight rate differential for shipment from 
the west coast to Europe, of about 13 cents per bushel, may not be a penalty 
against this corn. 

Mr. Jack E. Tripp, Deputy Director, Grain Division, acknowledged that the 
Department of Agriculture had no export program at the present time for the 
corn being moved to the west coast. He further acknowledged that during the 
past several years only approximately 4 million bushels of corn have been ex- 
ported off the west coast and this corn was sold to Japan. He stated that Japan 
normally is not a buyer of corn but that India which buys milo might buy some 
corn inasmuch as corn has similar feed value to milo. 

Mr. Robert Enloe, assistant vice president, Continental Grain Co., Portland, 
Oreg., advised the staff that during July 1955, it became apparent that there 
would be about 40 to 50 million bushels of empty storage space in the Northwest 
because of a 25 percent crop failure. Many new warehousemen had heavy in- 
vestments in storage facilities and were desirous of getting corn moved to the 
west coast. Mr. Enloe said his company had recently built a 2,800,000 bushel 
capacity flat storage structure which cost approximately $500,000, or about 20 
cents a bushel. He stated this storage structure was equipped to turn corn, 
and Continental Grain Co., will store corn shipped from the Middle West in this 
structure. 

The staff is of the opinion that, based upon the empty bin capacity which was 
known to have existed as of October 1, 1955, CSS should have known then that 
there was no real need to ship additional corn to the west coast. Actually, this 
determination might well have been made at an earlier date. Further, the staff 
believes that rather than incur between 45 cents and 63 cents per bushel trans- 
portation costs, it would have been better to have stored such corn in the Middle 
West, even though the bins were somewhat out of line. The staff questions the 
advisability of incurring transportation costs which represent approximately 
twice the amount that additional bins would have cost. Such bins could have 
been obtained had it been determined at an early enough date that the bins would 
be necessary. As indicated herein, it is apparent that the additional bins were 
not necessary, at least not by October 1, 1955. 

In the past the policy of CCC has been to utilize commercial storage space in 
preference to empty bin site space within a local area. It now appears that 
this policy of utilizing commercial storage space in preference to empty CCC bin 
space has been extended on a national basis at a considerable cost to CCC. 


Mr. Fountain. Where was that testimony ? 

Mr. Navueuron. This was in a report to the House Appropria- 
tions Committee. Mr. Enloe is described as the Pacific coast vice 
president of the Continental Grain Co. at that time. Actually, much 
of this material with respect to the empty bin space is from informa- 
tion furnished by the Department. 

The data as to the cost of moving the grain out. there and the cost 
of building bins was furnished, I understand, by Mr. McLain. 

Mr. Fountain. Also of the Department ? 

Mr. Naueuton. Yes; he was in charge of the Grain Division at 
that time. 

Mr. Harris, do you recall that movement of corn ? 

Mr. Harris. Yes; I recall the movement. 

Mr. Naveuton. How much of that was exported on dollar sales? 

Mr. Harris. I could not tell you how much was exported on dollar 
sales or Public Law 480 because I have not seen the record on that. 


I have never had the breakdown on it, but practically all of it was 
exported. 
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Mr. Naventon. Can you find 1 bushel that was exported, or any 
substantial portion that was exported for dollars? ; 

Mr. Harris. I do not know what Japan was doing under that. I 
think censiderable quantities of that corn went to Japan, as I recall, 

Going back many years, I think Japan took a lot of it and I think 
most of Japan’s business has been for dollars, has it not? 

Mr. Navueuton. You can check that but in the meantime, how 
much of that corn spoiled ? 

Mr. Harris. There was some of it that did spoil. However, the 
warehousemen were responsible for it. 

Mr. Navucuton. About what percentage of the corn spoiled? 

Mr. Harris. I do not havea percentage on it. 

Mr. Naveuton. It was a substantial percentage, was it not? 

Mr. Harris. I do not know whether it was substantial. Perhaps 
you had better define “spoil.” Dropping from a No. 2 grade to a 
No. 3 grade, yes; there was quite a quantity of it that dropped down 
due to cracking of the corn. It downgraded numerically but was 
not spoiled. 

Mr. Navcuton. Some of it became 

Mr. Harris. Some graded sample, most of this we sold on track 
and charged the warehousemen the difference in value. 

Mr. Naventon. In other words, you had a good bit of trouble 
with this grain after it got out there ? 

Mr. Harris. We had trouble with the corn; very definitely we 
did. 

Mr. Naventon. As as matter of fact, did you not indicate you 
did not want any more corn shipped out there ? 

Mr. Harris. That is right, at the time. However, now we are 
more experienced in corn storage, and I think we could now handle 
corn a lot better. 

Mr. Sairu. Is that cracking caused by moving? 

Mr. Harris. I think if the corn had been aerated, the warehouse- 
men would not have had as much cracking. There was some turning 
and whenever you turn corn, it cracks badly. 

Mr. Smrrn. It was not the proper kind of facilities that caused 
the damage; is that it? 7 

Mr. Harris. As I recall, the type of facility did not make too much 
difference. We had some bad luck in one elevator that was a fine 
concrete, upright elevator, and we had some corn in flat storage where 
we did not have any trouble. 

Mr. Naventon. About how much of this went into flat storage? 

Mr. Harris. I do not have the figure on that because even looking 
down this list, I cannot tell what was put in flat storage and what was 
not. 

Farmers Grain Cooperative, they have both types. Coast Storage 
Co. is all flat. 

Archer Daniels Midland Co., Tacoma; I do not know whether that 
was flat or upright. 

The same for the North Pacific at Kennewick. That was upright. 

Easton Trading Co. was flat. 

Mr. Naveuton. That was one of Mr. Gee’s? 

Mr. Harris. Yes. 

Mid-Columbia Grain was flat. 
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Mr. Naveuton. You had a good bit of trouble with that? 

Mr. Harris. Yes. 

Mr. Naveuron. Did that all go out of condition ? 

Mr. Harris. Yes. It went down in grade and there were some 
sample cars. 

Mr. Naveuton. Did you wind up taking a loss on that ? 

Mr. Harris. That is not completely settled yet. We have been 
going back against the bonding company on it. 

Mr. Naveuton. In other words, you have a claim against this 
warehouse that you have been unable to collect ? 

Mr. Harris. That is right. 

Mr. Naueuton. Has this warehouse gone out of business now ? 

Mr. Harris. Yes. 

Mr. Naveuton. Is somebody else operating the same facility ? 

Mr. Harris. I think there is somebody else operating the same 
facility. 

ir. Nawuarvett. Is there any relationship between the prior ware- 
housemen and the present ? 

Mr. Harris. I do not think so. 

Mellwood Corp., I think that is flat. 

Mr. Naueuton. That is on the old Baker Dock? 

Mr. Harris. Yes. 

Kerr Grain Co., Portland, I think that was flat. 

Salyer Grain, upright. 

Stockton Elevator, I believe both flat and upright. 

North Pacific at Spokane, that was upright. 

Northern California Elevator, I believe that was upright. 

Kerr Gifford at Sacramento is upright. 

Lawrence Warehouse at Esparto, I do not know. 

Continental Grain at Oakland, I believe is flat, but I am not sure. 

Continental Grain at Lemoore, I do not know. 

Sacramento River Warehouse at Grimes, I believe is flat. 

Northern California Elevator at Corning, I believe is upright. 

Cargill at Portland, I believe is upright. 

Lawrence Warehouse at Portland was flat. 

Mr. Naveuton. That isa former shipyard building? 

Mr. Harris. I do not know which one they had this in. They had 
some facilities they built specially for grain. 

Continental Grain at Longview, I believe that was kept in a new 
lean-to against their concrete elevator. 

Archer-Daniels-Midland at. Vancouver, I believe was upright. 

Lawrence Warehouse at Portland, was flat. 

As I said, we had trouble in both types of facilities, and we had 
good results in both types of facilities. 

Mr. Naventon. Going back to the movement of grain sorghums 
which took place in 1958, I believe, who was responsible? Why was 
it decided to ship grain sorghums to the west coast? 


Mr. Batxov. Lack of storage to accommodate the new crop. 

Mr. Navenron. How much did it cost, or what was the average 
freight cost to ship that grain sorghum ? 

Mr. Battov. In comparison to shipping to the gulf, as I recall, 
somewhere in the neighborhood of 9 cents a bushel. 
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Mr. Navueuton. That was in comparison with shipment to the 
gulf? 

Mr. Batxov. Right. 

Mr. Naventon. If you shipped it to the gulf, you would have to 
export it once you got it down there, but what was the freight cost 
per bushel ? 

Mr. Batxov. I think your TC freight rate was 81 cents a hundred- 
weight. 

Mr. Navcuton. That would be, roughly, 50 cents a bushel? 

Mr. Batiov. Something on that order. 

Mr. Naveuton. Would it be higher than that up to Portland and 
Seattle? 

Mr. Batiov. No. 

Mr. Naucuton. The same? 

Mr. Batuov. Yes. 

Mr. Navucuton. This is about double the cost of bins, is it not? 

Mr. Batiov. Roughly that. 

Mr. Smiru. Where did that come from ? 

Mr. Naveuton. Kansas, and a little from Colorado and some from 
western Nebraska. 

Mr. Fountatn. When? 

Mr. Naucuton. 1958. 

Why was it decided toship? For storage, you indicated ? 

Mr. Batuov. Yes. 

Mr. Naveuton. Who made the decision for this shipment ? 

Mr. Bauiov. As I recall, the executive vice president made the 
decision on that. 

Mr. Navueuton. Mr. Berger? 

Mr. Batiov. Yes, sir. 

Mr. Naueuton. On whose advice ? 

Mr. Batiovu. On the advice of all of the people I know of there in 
Washington. 

Mr. Naveuton. In other words, Washington, in effect, ordered this 
movement ? 

Mr. Batuov. Sir? 

Mr. Naueutron. Did Washington order this movement ? 

Mr. Batuovu. Yes, sir; plus the recommendations of the situation 
report from the Kansas area. 

Mr. Naveuron. Wouldn’t it have been cheaper to put this in bins! 

Mr. Batxiov. I do not know whether it would have or not. 

Keep in mind that the primary reason for moving this was to ac- 
commodate the harvest. We had no problem in terms of takeover, 
grain coming to Commodity. If you would have erected bins, if you 
had the time to do it, it would have meant taking grain, or moving 
grain, from commercial elevator facilities into bins, and depending 
on whether or not the milo in question had been stored in transit, 
necessarily you would have lost the value you paid in. If the grain 
in question had been flat like at its initial origin point, not stored in 
transit, that would not be a factor. 

Mr. Smiru. Normally do you have grain sorghum shipped out for 
sale? 

Mr. Battov. Shipped out of Colorado? 

Mr. Smiru. Yes, or consumed within the State ? 
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Mr. Batxov. I think the bulk of the milo produced in Colorado is 
normally consumed there. 

Mr. Sates. I would think you would not be figuring out where 
this would be exported, but trying to keep it from being sold? Really, 
there is nothing in Colorado on this. 

Mr. Batiov. This was primarily a storage problem. This was the 
reason why it was moved. I think rather minor amounts were moved 
from Colorado, but most of it came from Kansas, 

Mr. Smiru. Your consideration was not whether or not it should 
be moved to New Orleans or California, but it was whether or not it 
should be moved in the export market ? 

Mr. Batiovu. Well, normally, as far as Commodity is concerned, 
about the only market we have for grain sorghums is export. 

Mr. Naucuton. What study was made of the alternative costs for 
taking care of this grain, either by building bins or otherwise, as 
compared to what you finally did with it ? 

Mr. Batiov. How deeply the bin aspect of this thing was gone into 
I do not recall. Some consideration certainly was taken into account 
at the time the decision was made. As I recall in the authorization, 
we placed a limit not to exceed freight costs by more than 15 cents per 
bushel in comparison with the gulf. As I recall, that was roughly 
about half the cost of erecting bins at that time. 

Mr. Naueuton. Well, now, this was on the theory that you thought 
you had an export market out of the Pacific coast ? 

Mr. Batiov. We had hopes of exporting some milo off the west 
coast. 

Mr. Naveuton. How much of it did you export? 

Mr. Batuov. Very little. 

Mr. Navenron. Out of 37 million bushels that you shipped out 
there in 1958 how much is still in storage? 

Mr. Batiov. Most of it. 

Mr. Naventon. About 3614? 

Mr. Batiov. Most of it. 

Mr. Naueutron. How much have you paid in storage costs on this 
milo? It cost you 50 cents a bushel to ship it out there. How much 
has it cost you in storage payments out there? 

Mr. Batiov. Probably it would average 15 cents a bushel a year. 

Mr. Naventon. So there is another 30 or 35 cents. Actually, it was 
161% cents a bushel a year to start with. 

Mr. Battiov. A little less than that now. 

Mr. Naveurton. 30 or 31 cents a bushel on that. If you had put 
that in bins your carrying charges would have been much less, 
wouldn’t they ? 

Mr. Patmpy. Mr. Chairman, there was another consideration I 
pointed out to the committee earlier this year. We did make an 
analysis and I still think this is a pretty sound analysis, in moving 
sorghums out there, and that is we looked at the historical price of 
sorghums in California and in other points on the West Coast and of 
course our support rates are higher out there and, in return, market 
prices are higher. In addition to hoping that we would have some 
potential outlet for export, we also looked at the day if and when we 
sell this domestically, either because of deterioration or at the statu- 
tory minimum. Our analysis on price patterns at that time showed 
that we would recoup all of our freight. 
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Mr. Smiru. Historically Colorado is a good market, too, is it not? 

Mr. Patsy. It isa much lower price. 

In other words, California as compared to Colorado is Colorado 
plus freight. 

Mr. Sirn. Yes; but they are both the same kind of a good market, 
in a deficit area as far as food is concerned. 

Mr. Patmpy. Colorado is some years deficit, sometimes surplus 
depending on moisture. The price is Colorado plus freight in 
California. 

Mr. Smiru. So you have not really gained by locating in California 
instead of Colorado? 

Mr. Paumpy. But we have not lost. This is what we are looking at. 
Do I make myself clear as looking at the domestic price patterns in 
California as compared to the origination. If we were selling it at 
the time we moved it out there, we would break even on it. 

Mr. Naueuton. How much have you sold domestically ? 

Mr. Patmpy. Very little. 

Mr. Naveuton. / there any prospect you will be able to sell any 
domestically at the formula price? 

Mr. Patmey. Not at this time. These things do change pretty fast. 
You know the answer to that; no. 

Mr. Naveuton. Have you had any trouble with spoilage of the 
sorghums? 

Mr. Harris. No,sir. It isin good shape. 

Mr. Naveuton. How many of the facilities in which the sorghum 
is now being stored were approved for storage within a relatively short 
period prior to the movement of the grain sorghums out there? 

Mr. Harris. There were a number of them. 

Mr. Naveuton. There were 27, were there not ? 

Mr. Harris. I do not know the figure. 

Mr. Naveuton. Does that sound right ? 

Mr. Harris. It could be that figure. I never counted them up. 

Mr. Navueuton. Were these primarily nonconventional structures? 

Mr. Harris. Most of them were flat structures; yes. 

Mr. Fountarn. Had they already been built ? 

Mr. Harris. Most of them were converted buildings. 

Mr. Naveuton. So the grain sorghum moved out there was stored 
primarily in warehouses which had not been storing grain before it 
was moved there? 

Mr. Harris. A great deal of it; yes. 

Mr. Naventon. It was made available because the sorghum was 
coming ? 

Mr. Harris. Not all of it, but there was some. Some they converted 
buildings and put jack bins in. 

Mr. Naventon. How much empty space did the taxpayers have 
back in Kansas and Nebraska ? 

Mr. Harris. I do not have the figures. 

Mr. Naveuton. Do you, Mr. Palmby ? 

Mr. Paumsy. No. We can supply it. It was very limited in this 
sorghum area. Wedonothavethem. Kansas is not a heavy bin State. 

r. Naucuton. No, there are about 25 million bushels I believe. 

Mr. Patmpy. I am not sure of this figure. We will supply it. 
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(The information is as follows :) 


[In thousand bushels] 


ee 


Bin capacity | Usable bin 


Occupancy | Percent ofoc-| Empty bin 
capacity ! 


cupancy 2? space 2 











Sept. 30, 1958...--..----.---- 45, 342 40, 808 24, 868 
Nebraska: B 
Avie: 00 SOs Secs 90, 608 81, 547 


61,819 
Sept. 30, 1905. ............... 90, 604 | 81, 544 


| 
| 
Kansas: - I 
Ape: 30, 1006... <2... -cnscce 45, 365 40, 829 23, 571 
57, 253 





110 percent allowed for turring and cleaning operations. 
2? Based on usable bin capacity. 


Mr. Naveuton. Wasn’t some of the sorghum actually moved out 
of bins to be shipped out there? 

Mr. Patmpy. This could easily be. It could have been. I do not 
know. 

Mr. Naveuton. If you had just built a new bin alongside and kept 
them both filled, we would be ahead. 

Mr. Patmpy. This comment about emptying a bin now and moving 
here, this thing goes on and on all the time. To say this bin was empty 
to move here, it could easily be. We empty and fill them all the time. 

Mr. Naveuton. Was this sorghum stopped en route to be processed, 
to be cleaned ? 

Mr. Patmpy. To be what? 

Mr. Naventon. To be screened, as I recall it? 

Mr. Harris. Yes, sir. 

Mr. Navcutron. What was the reason for that ? 

Mr. Batxov. Primarily corn borer quarantine regulations on the 
part of the State of California and some other western States. 

Mr. Harris. I think most of the western States have that corn 
borer quarantine. 

Mr. Naveu'ron. Do you recall how much this cost us to have that 
grain sorghum screened so that it could be stored in California? 

Mr. Batiov. I do not have the figure. We will supply it. 

(The information is as follows :) 


Commodity | Screening charge Transfer charge 


1% cents per hundredweight-_| 114 cents per bushel. 
1 cent per bushel 1% cents per bushel. 


Mr. Navewron. You would have to have an in charge and out 
charge plus a screening charge per bushel ? 

Mr. Battov. There would be a transfer plus a screening charge. 

Mr. Naveuton. Two or three cents a bushel ? 

_Mr. Batxov. I do not recall. I think we furnished that informa- 
tion. 

Mr. Naveuton. I think you did. I cannot find it at the moment. 
__All of that was extra expense that would not have been incurrred 
if it had been left back in the producing areas? 
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Mr. Batxov. Thatisright. We have had a lot of that. 

Mr. Fountain. We are sorry to hold all of you here so long. We 
are trying to finish up tomorrow. That is the reason we are running 
beyond the 5 o’clock hour. 

The subcommittee stands recessed until tomorrow morning at 9: 30, 

(Whereupon, at 5:40 p.m. the subcommittee recessed to reconvene 
at 9: 30 a.m., Tuesday, October 11, 1960.) 
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INVESTIGATION OF THE COMMODITY CREDIT 
CORPORATION 


Part IV—Favoritism and Conflicts of Interest 


TUESDAY, OCTOBER 11, 1960 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
OF THE COMMITTER ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met at 9:30 a.m., room 1310, New House Office 
Building, Hon. L. H. Fountain (chairman of the subcommittee) 
presiding. 

Present: Representatives L. H. Fountain and Neal Smith. 

Also present: James R. Naughton, subcommittee counsel, and J. P. 
Carlson, minority counsel. 

Mr. Fountain. The subcommittee will come to order. 

Let the record show that there are present Congressman Smith, the 
chairman, as well as the minority counsel, Mr. Carlson. 

Since this is a continuation of a hearing started yesterday, I see no 
necessity for another opening statement. We will begin this morning 
by proceeding with our questions. 

Mr. Harris, when did the CCC begin using ships for storage on 
the west coast ? 


FURTHER TESTIMONY OF SIDNEY HARRIS, DIRECTOR, PORTLAND 
COMMODITY OFFICE, PORTLAND, OREG. 


Mr. Harris. In 1954. 

Mr. Fountain. Where were these ships located ? 

Mr. Harris. At Astoria, Oreg., and Olympia, Wash. 

Mr. Fountain. Did you have any trouble with spoilage or deteriora- 
tion of wheat in ship storage there? 

Mr. Harris. No, sir, practically negligible. 

a Founrarn. How long has the oldest wheat been in storage on 
the ships? 

Mr, Harris. I think that we still have some that was loaded in 
1954, 

Mr. Fountain. Are you able to say whether or not this is still equal 
to the grade which was loaded ? 

Mr. Harrts. Our records show it is still equal to the grade when it 
was loaded in, based on those standards. Of course, the grain stand- 
ards have changed since that time. 

64140—61—pt. 4 —17 1575 
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Mr. Fountatn. Will you tell us whether or not the CCC incurred 
substantial cost in preparing the ships for storage and preparing 
harbor space for the ships? } 

Mr. Harris. Yes. We spent a considerable amount of money pre- 
paring the ships. Also, at Astoria we had to have the moorage basin 
dredged so it could accommodate the ships when they were loaded. 

Mr. Founratn. Do you have any idea what the cost of preparation 
was? 

Mr. Harris. I think we have some figures here on it. 

Mr. Smiru. Mr, Chairman, while he is getting those, I wonder 
if we could back up to this other question about the grade. You say 
the grade has changed since it was put in. , 

Mr. Harris. The grading standards have changed. 

Mr. Smrrn. Has the wheat itself changed ? 

Mr. Harris. Overall, no. 

Mr. Naueuton. As a matter of fact, Mr. Harris, didn’t a lot of 
the wheat being loaded out actually grade higher than it graded 
when it was loaded in ? 

Mr. Harris. That is right. Some of it went in No. 2 and came out 
No. 1. 

Mr. Naveuron. Can you recall any warehouse facility with which 
you have had a better experience insofar as grain is concerned than the 
ship storage? 

Mr. Harris. I could not answer that right off the bat because I 
have never examined it from that standpoint. 

Mr. Navuecuron. From the standpoint of the condition of the grain 
coming out and the grade, and so forth. 

Mr. Harris. Well, we have had much grain that has come out equal 
to or better than the grade we put into warehouses, too. That is the 
way they build up a premium account. We do not know whether it 
is the same grain that went in because it is comingled in the warehouse. 

Mr. Navucuron. Insofar as the grade is concerned, your experience 
with the ships has certainly been as good as with commercial ware- 
housing ? 

Mr. Harris. It has been excellent; yes. 

Mr. Naveuton. You have had considerable trouble with deteriora- 
tion of grain in some facilities on.the Pacific coast ? 

Mr. Harris. We have had a few that we have had some trouble 
with; yes. 

Mr. Naventon. Which you have not had with ships? 

Mr. Harris. That is right. I will qualify that: We have had very 
little trouble with wheat and we are storing wheat on the ships. 

A lot of our trouble came with the corn which we referred to 
yesterday. 

Mr. Fountarn. I guess you have learned quite a bit about storage in 
the last few years, too, haven’t you, as a result of your experience? 

Mr, Harris. That is right. 

Mr. Founrtarn. Did you prepare any ships for storage which were 
not used ? 

Mr. Harrts. Yes; we did. 

Mr. Fountarn. What was the reason for that ? 

Mr. Harris. Back in 1955 we prepared some. As I recall the figure 
was 15 ships that we did not use, is that right ? 
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Mr. Wurrr. I think you are right. We loaded 22 at Olympia and 
93 at Astoria. 

Mr. Harris. I think there were 15 ships that we did not use. 

Mr. Fountaryn. Did you get those cost figures in response to the 
question I asked a few moments ago about the cost of preparation 
of these ships? 

Mr. Harris. Yes, sir. In Astoria, we spent for ship preparation 
and restoration $2,868,000; to prepare the ships for cathodic protec- 
tion we spent $127,716. 

That was in preparing the ships. Of course, we had towage on 
those ships of $777,006, and the dredging at Astoria came to $1,249,- 
659. These figures are all on Astoria. At Olympia we had towage 
of $731,488; ship preparation, $1,555,724; cathodic protection, $174,- 
957. That was in preparing the ships. Of course, there was no 
dredging at Olympia. 

Mr. Smirn. Did you ever figure out how much it was per bushel ? 

Mr. Harris. I do not know whether we have that figure or not. 

Mr. Smiru. Do you have the bushels and the total figure ? 

Mr. Harris. Yes; we have the bushels. Olympia, we had a total 
of 15,510,000 bushels. Wait a minute. Here is the number of bushels 
at Olympia, 15,056,000. 

Mr. Founrarn. Is that the amount stored or available space? 

Mr. Harris. No. That is the amount that was stored. 

Mr. Founrarn. How much could you have stored there? 

Mr. Harris. The ships we used were filled as much as we felt was 
safe. We could have stored between 250,000 and 246,000 busheis each 
in the 15 ships which had been prepared for storage. 

Mr. Smirxa. How much did it cost you at Olympia? 

Mr. Harris. The total cost at Olympia? 

Mr. Surry. Yes. 

Mr. Harris. Those are the figures I gave earlier. Now, then, the 
total net storage cost was $5,701,000. 

Mr. Smiru. That was for preparing the ships. 

Mr. Harris. No. That was everything. Just preparing the 
ships 

Mr. Smirn. That was the cost over what period of time? 

Mr. Harris. We have emptied Olympia. That was our total 
cost for everything. Just for preparing the ships we would have to 
add these up here 

Mr. Batiovu. Does that include elevator handling charge? 

Mr. Harris. No; that does not include elevator handling. 

Mr. Founrarn. I will ask you some questions about that later. 

I assume also that you prepared some harbor space and did some 
dredging for ships which did not use that space? 

Mr. Harris. Yes; that is right. 

Mr. Smirn. How much space did you prepare or how many more 
ships could you have brought in ? 

Mr. Harrts. I don’t know. They dredged out the whole basin. 
They might have been able to bring a lot more ships in for that, but 
you had to dredge out the basin so you could get these ships in. 

Mr. Fountain. I wonder if you would describe for the committee 
how grain is loaded on and off the ships ? 
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Mr. Harris. We brought the ships up to an export elevator. In 
the sound we brought most of them up to Seattle, where they were 
loaded from the elevator into the ship. Now then, when we went to 
unload those ships they would have to be brought back up. At Han- 
ford Street, Seattle, they had a leg that was Grouped into the hold. 
It lifted the grain and put it onto a belt, which then went back to the 
warehouse. In the cleanup work we used slings and vacuvators to 
clean up the bottom of the holds to get all of the grain out because a 
leg will always leave a certain amount of grain-in there. 

At the Fisher installation at Seattle, they had big suckers that 
sucked all the grain out. 

Longview had a marine leg which brought the wheat out. The 

ier was not right at the elevator because we could not get space there. 
We would bring the grain out with the leg and then sling out the 
remainder. Then it was trucked over to the warehouse. 

At terminal 4 in Portland they had a sucker and the grain was 
sucked out. The same procedure at Vancouver, it was sucked out. 

Mr. Fountain. Are you able to say now which was the most suc- 
cessful method ? 

Mr. Harris. It depends on the installation. I think the sucker 
method is the best if it is a large enough installation. 

Mr. Fountar1n. How long does it take? 

Mr. Harris. That would vary. It would take about 3 days to un- 
load one of those ships after you had it in place. 

Mr. Fountarn. How long does it take to load it ? 

Mr. Harris. They do it, depending on the elevator, in a couple of 
days. 

Mr. Fountain. How many different companies have handled load- 
ing and unloading operations ? 

Mr. Harris. Starting on the Puget Sound there was the Cargill 
and Fisher’s; we loaded at Tacoma. That was ADM facilities at 
Tacoma and then down on the Columbia River we loaded at Long- 
view, Cargill at Portland, Quaker Oats, Kerr-Gifford and Balfour- 
Guthrie, and at ADM, Vancouver. 

Mr. Naveuton. On that point, Mr. Harris, did you make a check 
on the moisture content of the grain which was owned by CCC which 
was being shipped in to be loaded on the ships? 

Mr. Harris. When we bring grain into the elevator it all becomes 
commingled. We do not know if the grain we brought in is the same 
grain we put aboard the ships. However, we had moisture tests on all 
of the grain that went into the ships and we have run moisture tests 
ever since while we have had the wheat in the ships. 

Mr. Naveuton. Did you also test the moisture when it came out? 

Mr. Harris. Yes; we did. 

Mr. Navucuron. Did you find there was about a 114 to 2 percent in- 
crease in moisture ? 

Mr. Harris. It varied, as I recall, by ships. Some ships would in- 
crease, some would decrease. 

Mr. Navuecuton. Did you find that the increases in moisture content 
would be concentrated in particular elevators and the decreases would 
also be at particular elevators ? 

Mr. Harrts. I do not recall any analysis made of that so my answer 
would have to be “No.” I haven’t noticed it. 
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Mr. Naveuton. Have you examined the compliance and investiga- 
tion report which was made in 1955 concerning the port of Vancouver 
elevator ¢ 

Mr. Harris. Yes; I have. 

Mr. Naveuton. Was there a comment in that report that the mois- 
ture content of grain being loaded out of ships had increased fairly 
substantially over that being loaded in? 

Mr. Harris. I do not recall that because in 1955 we had not started 
unloading the ships. 

Mr. Naveuton. Weren’t there a few of them that had been un- 
loaded at that time? 

Mr. Harris. Not in 1955. 

Mr. Naveuron. Did you make checks of the grain on the ships as 
to moisture? 

Mr. Harris. Yes. 

Mr. Naveuton. Did you find that as it was loaded into the elevator 
and commingled, the grain loaded on the ships for CCC account was a 
higher moisture than the CCC grain loaded into the elevator to begin 
with. 

Mr. Harris. I think there is a statement to that effect in there, yes. 
It comes in by car and then when it went out onto the ships I think 
there was an increase in moisture; yes. 

Mr. Naveuton. What would cause such an increase in moisture? 

Mr. Harris. A couple of things could possibly cause it; one, the 
climatic conditions in the area, and the other is washing of wheat. 

Mr. Navueuton. Is washing of wheat the most likely ? 

Mr. Harris. It is probably the most likely. 

Mr. Naveuton. Was any of this wheat you were loading onto the 
ships graded smutty ? 

Mr. Harris. No, sir. None of the wheat on the ships is graded 
smutty at all because we would not put smutty wheat on the ships. 
As I recall we never had any. 

Mr. Navorron. Why would it be necessary for that wheat to be 
washed ? 

Mr. Harris. That is what went onto the ship. We might have 
brought in some smutty wheat and it would be in the warehouse but 
we did not want smutty wheat on the ships. 

Mr. Naveuton. What happened, then, was that the wheat which 
was put on the ships for you by the port of Vancouver, Archer- 
Daniels-Midland, had more water in it than the wheat that was 
delivered to them. 

Mr. Harris. A higher moisture. There, again, you cannot follow 
down the individual car. All you can do is take averages and talk 
averages. 

Mr. Naventon. Of course, to the extent that water might be added 
in the washing process, the warehouseman would realize a gain, 
would he not? 

Mr. Harris. Yes, as long as that moisture stayed in there. After 
you have washed it, a lot of that moisture is going to leave. That is 
what they do when they go through their tempering process. You 
do not take it right directly from a washer and put it aboard a vessel. 

Mr. Naueuron. Would it dry out any after it got onto the vessel ? 

Mr. Harris. Yes; it could. 
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Mr. Navanton. Now, after it was washed and picked up some 
moisture, and then was loaded onto the ships and in the process of 
drying out lost weight, the weight loss would be for Commodity 
Credit’s account, w ould it not? . 

Mr. Harris. That would be right, if the equilibrium had not been 
established in the moisture of that wheat. After you have it on the 
ship and it loses moisture, yes; but there, again, some of those ships, 
as was said, it showed they dropped i in moisture. When we unloaded 
them, we got just as much wheat off. 

Mr. Fountain. Did you finish answering my question as to the 
number of companies handling loading and unloading? 

Mr. Harris. I think I have covered them. I am just taking it 
geographically, going up the river. I might possibly have missed 
one, but I don’t think so. 

Mr. Fountain. What was your procedure for deciding which of 
the companies would get the business ? 

Mr. Harris. U nloading or loading? 

Mr. Founrarn. Both. 

Mr. Harris. On the loading it is a matter of where we could get 
space. Of course, we paid to the warehousemen the uniform grain 
storage agreement charges and we also had to make contracts for the 
stevedori ing work. W hen it came down to unloading these ships, we 
did not have nearly as many houses that we could unload from as we 
could load and we would go out and get contracts from the stevedor- 
ing companies for unloading and then it was a matter of where we 
would find space to get them unloaded. 

Mr. Founratn. You negotiated contracts? 

Mr. Harris. No; we went out on bids. 

Mr. Naueuton. Did you advertise for bids? 

Mr. Harris. Yes, sir. 

Mr. Naveuton. How many bids would you normally get for un- 
loading ? 

Mr. Harris. For unloading 

Mr. Naueuron. Either loading or unloading. 

Mr. Harris. I think about three in the sound and five on the river. 

Mr. Naveunron. Would you usually get the same number of bids 
every time/ 

Mr. Harris. Yes. 

Mr. Navenron. Were those bids ever identical ? 

Mr. Harris. Yes. 

Mr. Naucu'ron. Were they ever different ? 

Mr. Harris. Yes. 

Mr. Naveuton. On how many occasions? 

Mr. Harris. I cannot tell you that right off the bat. As I recall, 
they were always different on the sound but usually they were about 
the same on the river. 

Mr. Naveuron. In other words, you advertised for bids but you 
kept getting identical bids? 

Mr. Harris. Very often. 

Mr. Navewton. How did you decide to award the contract in that 
case 4 

Mr. Harris. In that case we would just take and work around, since 
they were all even and we tried to split it wp between them. 
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Mr. Naventon. Did you report those identical bids to the Depart- 
ment of Justice? 

Mr. Harris. I did not; no. 

Mr. Naueuton. Do your procedures call for reporting identical 
bids to the Department of Justice ? 

Mr. Harris. I do not think so; not that I know of. 

Mr. Naueuron. You have never heard of any procedures that 
suggest that when you receive identical bids you should report them 

to the Department of Justice? 

Mr. Harris. Not in this case; no. 

Mr. Naventon. Have you received information that this should 
be done in any case? 

Mr. Harris. I do not know of any; no. 

Mr. Fountarn. Did the receipt of identical bids ever arouse your 
curiosity as to how it happened ? 

Mr. Harris. Yes; we asked them very definitely on it. 

Mr. Fountatn. What was their response ? 

Mr. Harris. Their response was there was some provision, I do not 
exactly remember what it was, under the stevedoring operations, it 
vas perfectly legal for them to do it. 

Mr. Fountarn. To get together? 

Mr. Harris. Yes, and they told us that was the procedure they 
always used with the Army. 

Mr. F ounTaIn. And I assume they did that, realizing the small 
number involved figuring that each would get fu pro rata share? 

Mr. Harris. Yes. You see, there were a very limited number of 
stevedoring companies. 

Mr. Fountain. Are you able to tell us how much it cost on the aver- 
age to load a bushel of grain on a ship and to unload it ? 

Mr. Harris. I think we may have those figures. 

We do not seem to have those figures here with us. 

Mr. Fountain. Will you supply those for the record ? 

Mr. Harrts. Yes. We can supply those for the record. Do you 
want them ship by ship, or do you just want averages? 

Mr. Founrarn. I think averages would be all r ight. 

The other might be too much of a task. 

(The information to be supplied follows :) 

The average cost to load and unload 65 ships at Olympia, Wash., is 9.70 cents 
per bushel to load and 13.01 cents per bushel to unload. 

The average cost to load 110 ships and unload 75 ships at Astoria, Oreg., 
is 6.91 cents per bushel to load and 12.66 cents per bushel to unload. 

The above costs consist of towing and husbanding by the Maritime Administra- 
tion, weighing and inspection, loading and unloading of vessels, and terminal 
elevator charges for load out to ship, receiving from ship, and wharfage. 

Mr, Fountain. How would that cost compare with the cost of 
similar operations on the east coast ? 

Mr. Tlarrts. I would not know. 

Mr. Founratn. Would you give us those figures also ? 

Mr. Harris. I would have to ask somebody else. I don’t have 
them. 

Mr. Fountarn. Even though you do not have the exact figures at 
the present time on the basis ‘of your knowledge of it are you able to 


give us an opinion comparing the cost of similar operations on the 
east coast ? 
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Mr. Harris. No, I would not want to. 

Mr. Fountain. You would have to have the two reports? 

Mr. Harris. Yes. 

Mr. Naveuton. Mr. Palmby, could you enlighten us as to how the 
costs on the east and west coasts compare for unloading shi 

Mr. Patmey. I cannot give that here. We will be happy to supply 
what we have on this. 

Mr. Navueuron. I have heard somewhere it costs 214 times as much 
to unload ships out on the west coast as it did on the east coast. I do 
not know whether that is a correct figure or not. 

Mr. Patmsy. A random judgment would be it is not correct. 

Mr. Naueuton. You have not studied it and could not tell us? 

Mr. Patsy. I have not. We will be very happy to give you the 
figures. The costs are broken down differently but we will give you 
the best analysis we can. 

Mr. Naveuton. Does anybody from the Department know whether 
the costs were substantially higher on the west coast? 

Mr. Batuov. I would be very much surprised if they would be for 
the reason that we do have to incur rather substantial towage charges 
here on the east coast that we might not incur on the west coast. I 
am _ bit surprised that it is any such figure as you have men- 
tioned. 

Mr. Naveuton. I take it no one has compared the costs on the two 
coasts to see whether you were paying too much on one? 

Mr. Patmepy. That is not right at all, no. 

Mr. Nauecuton. If they have, do they recall them ? 

Mr, Patmpy. We do not have anyone here. 

Mr. Naveuton. Mr. Harris is the man in charge of letting these 
contracts and he does not know. You are the associate administrator 
and you do not recall. Isthere anyone who does who is here? 

Mr. Patmpy. No. There is not anyone here but, again, if you want 
someone here and you want this information, I will be very happy to 
go to the phone. I think we have a good analysis of this over in the 

rain Division. 

Mr. Fountain. That will be all right, Mr. Palmby. I do not think 
the committee expects you to retain in your mind all of the answers 
to all of these questions dealing with statistics. 

Mr. Patmpy. I frankly do not have that much capacity but we 
will be happy to supply this. We have a branch in the grain divi- 
sion known as the é C storage branch which handles the fleet and 
the bin and the CCC bins and I am sure we have a good analysis of 
this and we will supply it for the record. 

Mr. Fountarn. But it is an item that you would consider in 
determining costs? 

Mr. Patmpy. Oh, sure. 

Mr. Fountarn. At the present time do you know of any reasons 
why there would be any difference in the costs on the west coast and 
the east coast ? 

Mr. Pautmpsy. No, I do not. 

Frankly, I do not think there is a great deal of difference. I know 
we have talked this back and forth a good deal but I cannot recall 
just how this compared. 
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(The information concerning east coast costs is as follows:) 


The total cost of loading grain into ship storage and later loading it back 
out of the ship and into an elevator is 1634 cents for the Hudson River fleet, 
15 cents for the James River fleet. 

This is about 24 percent less than the cost of the comparable operation on 
the west coast. 

Mr. Founratn. Is it possible to unload from one ship into another 
by using floating equipment, Mr. Harris? 

Mr. Harris. Yes, it is possible if you have the floating equipment. 
We do not have such equipment on the west coast. There was talk 
of somebody building one but they never did. 

Mr. Fountain. Was any exploration made as to the possible cost 
of such equipment ? 

Mr. Harris. Some of the companies out there, one company I 
know was looking into it, but they did not build it. 

Mr. Naveuron. Mr. Harris, did you look into it from the stand- 
point of the CCC? Wouldn’t it have been ‘possible if you had float- 
ing equipment for you to perhaps dispense with having to tow these 
ships up to an elevator and crowd those elevators at a time when 
they are needed to load ships? 

Mr. Harris. We would have had the expense of installing scales 
and everything on the floating elevator. 

Mr. Naveuton. You were having to pay considerable expense in 
towing charges and other charges? 

Mr. Harris. That is right. 

Mr. Naveuton. Did you ever make any comparison to see which 
would be cheaper? 

Mr. Harris. There was some analysis made of it but I do not 
remember the figures. I know the idea was dropped. 

Mr. Naveuton. Of course, the people who had the unloading 
business were not in favor of it, I am sure, were they ? 

Mr. Harris. I would not think they would be. 

Mr. Naveuton. You indicated that $114 million had been paid 
for dredging down in Astoria. Was that contract let by the CCC? 

Mr. Harris. No, sir. That was done by the Maritime Commission. 

Mr. Fountain. What was the maximum amount of wheat stored 
on ships on the west coast ? 

Mr. Harris. Approximately 40 million bushels. We have the exact 
figure here, if you would care for it. 

Mr. Fountain. We would like to have it for the record. 

Mr. Harris. Astoria was 25,535,049 bushels; Olympia was 15,056,- 
183 bushels. 

Mr. Fountain. Will you give us the periods when this was stored? 

Mr. Harris. That varies because we started unloading the ships 
back in 1956 and we still have 35 ships left. Would you care for a 
complete breakdown on that? 

Mr. Fountar1n. Would it be much trouble? 

Mr. Harris. Yes, there is quite a list. 

Mr. Fountain. We do not want you to go to that trouble. 

Mr. Naveutron. The maximum loading of the ships was attained 


in late 1954, was it not, and remained that way until sometime in 
1956 @ 


Mr. Harris. I think they were finished in 1955, the maximum. 
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Mr. Navewron. Early in 1955 and then for a little over a year or 
year and a half, they had 40 million bushels on them. Then you 
started unloading them. 

Mr. Harris. Yes. 

Mr. Founratn. Exclusive of the cost of loading and unloading, do 
you have figures indicating the cost to CCC for keeping wheat on 
ships per bushel per year? 

Mr. Harris. I do not think we have it broken down that w ay, sir, 
It could be made available. 

Mr. Founrarn. Our information is, it is about 2 cents per bushel 
per year. 

Mr. Naventon. I think that is the figure that the internal auditors 
used. Is that approximately a correct figure? 

Mr. Harris. I should imagine somewhere in there. 

Mr. Naveuron. Two cents per bushel per year and this compares 
to 164% cents per bushel per year you were paying for commercial 
storage at that time. 

Mr. Harrts. When you said 2 cents per bushel per year, I assume 
you were talking about labor and fumigation costs. You are not 
considering all of the other costs. 

Mr. Navenron. It does not include loading and unloading, of 
course. 

Mr. Harris. When you take exclusive of that, you may be right. 

Mr. Fountain. You have to pay loading and unloading costs at all 
other places, don’t you? 

Mr. Harris. Yes, but our loading and unloading costs are far higher 
on the ships. 

Mr. Fountatn. Do you have any figures indicating the loading and 
unloading costs per bushel per year ? 

Mr. Harris. I do not have them available, but we could make them 
available if you desire them. 

Mr. Naveuton. Once you had the grain on the ships, you had in- 
curred all the major costs except unloading and all it was costin g 
you to keep it stored there as long as you kept it there was 2 cents 
per bushel—— 

Mr. Harris. There is maintenance, and there is also possible cle- 
terioration. That is always a concern with us, possible deterioration. 
That is the reason we have to ride herd on it so closely. 

Mr. Naventon. That is a risk, but you have come out pretty well 
on that. 

Mr. Harris. We have been very fortunate. 

Mr. Naveuton. It has not been all luck because you did a good job. 

Mr. Harris. We worked at it. 

Mr. Naventon. So the grain which you have had on ships since 
1954, and which still is as good a quality as it was when it went in, 
according to the standards, has cost you 2 cents per bushel per year 
roughly to keep there. It will cost you something to load it out when 
you eventually do, of course. 

Mr. Harris. Oh, yes. When we say that the wheat is keeping, we 
are talking about the mass as a whole. The germination of the surface 
grain is dropping, some of it on to practically zero. How far it is 
going to go, I do not know, but the surface is dropping in germination. 
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Mr. Naventon. Of course, germination is not a factor in the grad- 
ing standards, 7 it? ; j ; 

Mr. Harris. No, but it might be an indication of its keeping 
qualities. : 

Mr. Naueuton. However, you could deliver that wheat to any- 
body on a contract and they could not reject it on the ground of poor 
germination. 

Mr. Harris. That is right. 

Mr. NauGHron. If a private concern, which may have been storing 
grain out there since 1954 or 1955, has a lot which tests zero germina- 
tion they can deliver it to you on a contract and you cannot reject it? 

Mr. Harris. Providing it grades otherwise. 

Mr. NavGHrTon. Germination is not a factor. 

Mr. Harris. Not a factor in the U.S. grading standards. We run 
germiné ition to try to determine if the grain is going out of condition. 

Mr. Founratn. When did the CCC ‘begin unloading its west coast 
ships? : 

Mr. Harrts. In 1956. I have some information here showing exact- 
ly when. On August 24, 1956, we were authorized to start unloading 
some ships. 

Mr. Founratn. By whom? 

Mr. Harris. The Washington office, Deputy Administrator for Op- 
erations. It says here, “T he CCC Board has directed us to authorize 
you.” So it was the CCC Board that authorized it. 

Mr, Fountarn. Are you in position to tell us why this was done? 

Mr. Harris. Going back over the records the first thing that came 
up, we advised W ashington that the Maritime Commission was wor- 
ried about the metal in the deep tanks. We also wanted experience in 
unloading because we did not know what we were going to be up 
against. We were also in need of the wheat. 

Mr. Founraty. Why did you need the wheat ? 

Mr. Harris. For export and for meeting commitments. 

Mr. Naverrron. Was that the only wheat you had stored on the 
west coast at the time ? 

Mr. Harris. No. We had other wheat in store. 

Mr. Naveuron. Didn’t you have some in positions which were 
actually more convenient than the ships? 

Mr. Harris. We were unloading at that time—we got into quite an 
export program. W. . were grabbing grain from many places to try 
to get it unloaded. As I ree: val, we were also having trouble with the 
supply of boxcars. 

Mr. Naueuron. Were you having any trouble with warehousemen 
not honoring loading orders and being slow on their shipments ? 

Mr. Harris. Yes, because of the boxe: ar situation. 

Mr. Founrarn. Where did you take it when you unloaded it? 

Mr. Harris. We backed to the elevators that could unload, the ones 
Tlisted a while back. 

Mr. Fountain. Were west coast grain interests active in trying to 
get these ships g Homing 

Mr. Harris. I do not recall how active they were on it, but I know 


that they were wanting to get some of the wheat off of those ships, yes. 
Mr. Fountain. W hy! ¢ 
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Mr. Harris. Well, to meet export commitments and then, I imagine, 
to make that wheat available. As I recall, when the operation first 
started, it was the trade that came in and wanted the Government 
to use the ships for emergency storage only, to handle them over that 
peak period. It was my understanding at that time that this was an 
emergency program and we would just put the wheat in the ships and 
unload them when the emergency was no longer there. 

Mr. Fountain. In fact, the whole thing is still an emergency pro- 
gram, is it not? 

Mr. Harris. Westill have 35 ships there. 

Mr. Naveuton. Mr. Harris, was a commitment made to the ware- 
housemen when they suggested that you put the grain into ships and 
you did that; did you make a commitment to them that you would in 
effect unload the ships when they wanted them unloaded ? 

Mr. Harris. I know of no written commitment on it. 

Mr. Naveuton. No written commitment. Was there an oral 
commitment ? 

Mr. Harris. I do not know. 

Mr. Naveuton. Did Mr. Corey recommend that the ships be 
unloaded ? 

Mr. Harris. Yes. 

Mr. Naveuton. Did you participate in making that decision ? 

Mr. Harris. We discussed it; yes. 

Mr. Naveuton. What was your recommendation on it? 

Mr. Harris. I do not recall what my recommendation was at the 
time. We are going back into something several years ago. We 
discussed it and I know I did not object. 

Mr. Naveuton. But this was a matter between Mr. Corey and 
the warehousemen. They figured it out? 

Mr. Harris. No. This was taken up with Washington. 

Mr. Patsy. Mr. Chairman. 

Mr. Founratn. Mr. Palmby. 

Mr. Pautmpy. I would like to make a comment on the first load out 
in 1956. I was then in the grain division in Washington. This 
first authorization which we are talking about here and directive for 
them to proceed to load out some boats resulted in unloading seven 
boats, I believe, that year. The basic reason why this was done, 
in addition to the export demand—and I would like to go over the 
stock situation in a minute—the basic reason it was done this early, 
which is about 2 years after we filled the first boats, was to get some 
experience or to perform a dry run, if I may use that term, because 
we were really concerned about the equipment that was available out 
there to unload boats, and so we did authorize the Portland office 
to go ahead and unload a few boats and they unloaded seven. 

Now, I would like to just review the change in the stock situation 
on Soft White wheat out there, which I think is some information 
that ought to be pointed out to this committee. 

You have heard how we related yesterday in our earlier issuance 
of —— authorizations under title I, when we were attempting 
to boost exports rapidly, we allowed countries to buy any class of 
wheat which they desired. 

Mr. Cartson. Mr. Palmby, maybe this has been answered. I don’t 
remember. You said you were authorized to unload 7 boats and you 
still have 35? 
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Mr. Harris. Yes. y ; 

Mr. Cartson. How many were being used for storage at the time 
you unloaded them ? ; ; 

Mr. Patmpy. At the maximum period ? 

Mr. Caruson. Yes. 

Mr. Harris. 175. 

Mr. Fountatn. You have how many at the present time? 

Mr. Harris. Thirty-five. This was—the seven ships was the first. 
authorization. 

Mr. Founrarn. You have unloaded all of the 175 but 35? 

Mr. Harris. That is right. So we have unloaded 140. 

Mr. Fountarn. Go ahead, Mr. ae 

Mr. Patsy. Going back to what appened on exports in that 
area out there on Soft White in the _ 1955-56, which certainly 
was a good year for exports, we had exported 86 million bushels 
of Soft White. Let me hasten to add, at the end of that marketing 
year, which was July 1, 1956, CCC owned outright 127 million 
bushels of Soft White wheat. 

The next year, the year 1956-57, the total export of Soft White 
was 192 million bushels, up over 200 percent as compared to the year 
before. The carryover then went down to the extent that on July 1, 
1958, CCC owned only 37 million bushels of Soft White. 

The next year our total inventory dropped still more and then 
following that it built up so that our carryover out there is nominal 
now. In fact, the total stock situation as of July 1, 1960, was 63 mil- 
lion and we presently estimate it to be much smaller than that come 
July 1 next year. 


I point this out because we were going from a total ownership of 
127 down to 37 inside of 12 months; 37 million bushels of Soft White, 
when you take into consideration that we had the sizable amount 
locked up in the fleet it means that the total stock situation was tight 
out there. This resulted in a real bulge in the market. We were 
matching _ of this bulge with an increase in subsidy in order to 

t. 


maintain the export price at a fair rate for our cash buyers. However, 
we felt compelled in this period of time then to draw upon some 
stocks from the reserve fleet because, consistent with what Mr. Harris 
said, there was a boxcar shortage and when we were down to this small 
an inventory, it is always difficult to get a big movement going to the 
port. 

Mr. Founratn. You may have answered this, but how much were 
you able to load into each ship ? 

Mr. Harris. Approximately 230,000 to 240,000 bushels. That 
varied a little, ship by ship. We could not fill the ship clear up be- 
cause we wanted to have crawl space to get under the tween deck area 
to examine the wheat. We had to keep it underneath the tween deck 
about 3 feet so we could crawl back and inspect the wheat and also 
fumigate it. That is the reason we only put approximately 6,000 tons 
to a ship, whereas an oceangoing one holds up around 10,000 tons. 

Mr. Fountain. How long did it take you to load one? 

Mr. Harris. About 2 days to load it, after the ship was all prepared 
and ready to load at the elevator. That would depend upon the load- 
ing elevator. Some would take longer. 

Mr. Fountarn. What was the average unloading time? 
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Mr. Harris. I would say about 3 days after the ship was spotted, 
Of course, it takes a day to bring the ship out of the fleet, another day 
to tow it back to the fleet. I do not know how long it takes maritime 
to get it back into position in the fleet. 

1 would like to point out one other figure here, right along the line 
of Mr. Palmby. I had figures prepared on our inventory of White 
wheat which was not on the ships. As of June 30, 1956, our total 
inventory, except the ships, was 86 million. We got down to the 
September 30 report. These are reports every 3 months. We got down 
to 9.6 million bushels. If we had not unloaded this White wheat from 
these ships we would have been completely out of White wheat and 
would have missed some exports. When you get your White wheat 
inventory down to 914 million, you are getting pretty well toward the 
end of the barrel edaiion a few bushels in each house, a car or two 
left in a number of houses—you still have a lot of grain in the pipeline. 

Mr. Founrarn. Did all of these ships contain White wheat? 

Mr. Harris. No. Some contained Winter wheat. 

Mr. Fountain. How much Winter wheat did you have ? 

Mr. Harris. I have the total wheat stocks here. It looks like a 
June 1956 there was about 15 million Winter wheat and in 1957 abo 
13 million. Then it got down in September 1957 to approximate 
13 or 14 million. That is exclusive of what is on the ships. 

Mr. Naucuton. You indicated there was a shortage of White wheat 
caused by these tremendous exports through the Pacific Northwest 

Mr. Harris. That is right. 

Mr. Naveuron. And the persons who wanted White wheat in the 
United States could not get it; the prices skyrocketed ¢ 

Mr. Harris. The domestic market in 1957 was high. 

Mr. Naveuron. Because of the tremendous export program / 

Mr. Harris. Yes. 

Mr. Naveuton. And the reason for the tremendous export pro- 
gram was the Government was financing it and allowing the type of 
wheat of which there was a shortage in the United States to be exported 
for donation to India and other countries, rather than giving away the 
kind we had a surplus of rather than a scarcity ? 

Mr. Harris. That is out of my province. 

Mr. Nauauron. Is that true, Mr. Palmby ? 

Mr. Paumey. I will not say it is true because the Congress h: as fre- 
quently reminded me we should not use the term “oive % away. 

Mr. Naveuron. Call it “donation” then. 

Mr. Pactmsy. These were primarily title I, Public Law 480, move- 
ments. We have considered many times, with several committees, 
how firm a hand the Department should take on the several classes of 
commodities we make available under title I. As I have said before, 
back in those early days we did not restrict these eiforts to any par- 
ticular class of wheat. The question can be asked, “Should ihe 
Department have done so?” I have mixed reactions. Remember 

this took place in the early days of title I transactions. Since thai 
time we have issued PA’s which do restrict and have, for instan 

limited countries to hard wheat where they would have preferred 
Soft White. I think what we are doing is proper. In the early days 
of these programs the Indian and Pakistan Governments let us know 
they did not want hard wheat, and it was the considered opinion in tlie 
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Department that we should not attempt to force it on them in early 
days. This did make an unusual demand on Soft White. It did not 
affect the domestic supply of Soft White. 

Mr. Fountain. But it did affect your supply of Hard Winter 
wheat ? ‘ 

Mr. Patmpy. Yes; and our surplus today is hard winter, that is 
right, and I expect it always will be. 

Mr. Naveuron. It would have been relatively simple for the De- 
partment to have left the White wheat on the ships where it was 
costing 2 cents for storage and require that India and Pakistan ac- 
cept Hard Winter wheat that could be shipped more cheaply through 
the culf? 

Mr. Paumsy. Perhaps for a period it would havé been cheaper, 
but generally our subsidy on Soft White is less than on Hard Winter. 

Mr. Naveuron. Of course you raised the Soft White subsidy over 
that for Hard Winter. 

Mr. Patsy. For a period of time. 

Mr. Naveuton. Didn’t it go as high as 35 cents more per bushel 
in subsidy payments than Hard Winter ? 

Mr. Paumpy. For a period. 

Mr. Naveuton. So it cost 35 cents more per bushel in subsidy pay- 
ments for Soft White than it would have for Hard Winter ? 

Mr. Paumpsy. At the same time we were selling a considerable part 
of our stocks and getting the statutory minimum or greater, so it 
was a paper transaction as far as CCC was concerned. 

Mr. Naveuton. Of course you were selling it to people who were 
being financed by the U.S. Government ? 

Mr. Patmpy. Sure. It meant the price was some higher. The 
number of bushels they were getting was not substantially less, and 
we were getting the statutory minimum. It was a paper transac- 
tion as far as CCC was concerned. 

I will have to say one thing more which I intimated. In the early 
days of title I transactions there were diflicult—problems in negoti- 
ating the agreements. I am not sure that it would have been pos- 
sible in the early days of title I to have an arbitrary breakdown of 
efforts between the two classes. It is possible today. 

Mr. Founrarn. Are you in a position to state India would not 
have accepted Hard Winter wheat ? 

Mr. Patmepy. I am not in position to make that statement. At 
the very time this was going on, many of us at the working level 
were urging that we place limitations on classes of wheat, and we 
finally did get it done. But whether we could have done it sooner, 
Tam not prepared to say. 

Mr. Founrarn. As a matter of fact, State Department policy has 
a tremendous lot to do with some of these matters, does it not 

Mr. Patmpy. Yes; on these title I transactions. 

Mr. Fountatn. It seems to me that they have a lot of influence 
over a lot of things in this country. 

Mr. Patmpy. I would like to get this clear. To the extent the price 
did bulge—and it really was a bulge—and to the extent we made it 
up with subsidies and we were selling stocks, as far as our losses wete 
concerned it was a paper thing because we received more money. 

Mr. Naveuvon. You paid dollars and got back rupees. 
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Mr. Patmsy. No. We, the CCC, got dollars from the exporter. We 
= selling our wheat at an inflated price and had to pay more 
subsidy. 

Mr. i dasaiseann. Treasury paid dollars and got back rupees which 
it still has? 

Mr. Patsy. This isa title I program. 

Mr. Navueuron. I know, but it costs money. 

Mr. Patmsy. The administration and the Congress have both felt 
this was a good program, as I understand it. 

Mr. Fountain. Did the Commodity Stabilization Service internal 
auditors make any recommendation as to the unloading of these ships, 
Mr. Harris? 

Mr. Harrts. Yes. 

Mr. Fountarn. What did they recommend ? 

Mr. Harris. That we discontinue unloading the ships. 

Mr. Fountain. Was it followed ? 

Mr. Harris. No. 

Mr. Fountain. Why not? 

Mr. Harris. We took it up with Washington and had a communica- 
tion back from Washington that we were to continue unloading the 
ships and offer all the grain for unrestricted use. It was on March 8, 
1957, that we had a wire from Washington. This was after the recom- 
mendation was made. The wire stated wheat stored on the fleet should 
be moved out as soon as possible and placed on sale for unrestricted 
use, and we so replied to the Office of Audit. 

Mr. Founratn. So you got your orders from Washington ? 

Mr. Harris. Yes, sir. 

Mr. Fountarn. Mr. Palmby, who gave those orders? 

Mr. Patmpy. I expect they went out under the signature of the 
Deputy Administrator for Operations. As I recall, this was a decision 
made by the CCC Board. 

Mr. Fountarn. The CCC Board ? 

Mr. Patmpy. Yes. If this is wrong I will be glad to correct the rec- 
ord, but as I recall these several operations they were authorized 
by the Board. 

Mr. Naveuton. Mr. Palmby, do you recall that the auditors recom- 
mended that CCC not unload the reserve fleet ships because the unload- 
ing of the ships while leaving grain stored in substandard facilities 
would cost the taxpayers at least $104,000 per month in additional 
costs ? 

Mr. Paumsy. What was the question? I remember the basic facts. 

Mr. Naueuron. Do you recall the auditors’ recommendation ? 

Mr. Patmpy. I recall the auditors’ recommendation. 

Mr. Naveuton. They recommended that CCC not unload the ships 
of the reserve fleet but instead unload some substandard nonconven- 
tional facilities at port locations because this would result in a saving 
to the taxpayers of more than $100,000 a month. 

In view of the fact, that it would save the taxpayers more than 
$100,000 a month, why was the recommendation not followed ? 

Mr. Patmpy. I suppose there were several considerations. It is 
not unusual that we have not followed a recommendation of the Audit 
Division. There are sometimes program objectives that must be 
taken into consideration that the auditors do not know about. 
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Mr. Naveuton. Is it a program objective that these nonconventional 
warehouses be kept full ? 

Mr. Patmsy. No. 

Mr. Naveuton. Then what other consideration was there? 

Mr. Paumpy. It was our feeling at the time that because of the 
unusual export movement and the price situation, that it would be 
well to make some of our stocks in the reserve fleet available. Then, 
consistent with our decision—and as an indication that it was sound 
I would like to quote from a later audit report dated May 31, 1957. 


Our recommendation in Audit Report No. W (25) P-10— 
which is the report you were referring to— 


dated March 8, 1957, that the unloading of ships of the reserve fleets be dis- 
continued, and priority be given to the movement of wheat from emergency 
flat storage, had not been adopted. In reply, the director of the Portland CSS 
commodity office stated he could not agree to the discontinuance of unloading 
of the ships. He pointed out that unloading of ships is such a slow process that 
it would not be good inventory management to discontinue these operations, 
considering the present demand for grain. Certain Washington office officials 
indicated in March 1957 their belief that the situation with respect to grain 
supplies in the Portland area would allow the unloading of both the emergency 
storage and the reserve fleets. Our review of the commodity office inventory 
records at April 30 has given considerable support to these beliefs. Compared 
with January 31, the wheat stocks in flat storage on April 30 had declined 
nearly 8 million bushels and about 6 million bushels had been unloaded from 
the fleets during this 3-month period. Total stocks of wheat on the commodity 
office books had dropped from about 93 million bushels on January 31 to about 
64 million bushels on April 30, 1957. There is reason to believe that grain 
stocks will continue to decline in the Pacific Northwest, because of the sus- 
tained export demand, and the small takeover of grain this year by forfeiture 
of collateral. 


Mr. Smirn. Was this Corey that said the unloading of the ships 
was too slow ? 

Mr. Paumpy. Yes. 

Mr. Harris. Yes. 

Mr. Smiru. But you said it just took 3 days to unload a ship? 

Mr. Harris. Yes; but we are only picking up 240,000 bushels there, 
then we have the problem of getting berths. When there is a heavy 
export we are always fighting for berths to get the grain unloaded. 
We must work in between the oceangoing vessels. 

Mr. Smirn. It takes longer than that to unload the nonconven- 
tional facilities, does it not ? 

Mr. Harris. Yes; but most of it is by rail car or truck. The first 
ships took over a week to unload, but then they started picking up 
efficiency. 

Mr. Navcuron. You did not explore the possibility of getting 
floating equipment that would have facilitated it? 

Mr. Harris. We explored it but it would have cost a lot of money 
to do it. The figures I gave a while ago showed we were down to 9.6 
million bushels in September, between July and September, which 
substantiates what they did. 

Mr. Fountarn. What was this wheat placed in ? 

Mr. Harris. Port elevators. 

Mr. Fountain. All of it? 

Mr. Harris. Yes. 

Mr. Fountain. How much was actually exported ? 
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Mr. Harris. There, again, it comes in and is commingled in the 
house. I would assume all of it has been exported. Our warehouse 
receipts show it has been exported. 

Mr. Naventon. Mr. Palmby, is there any other reason you know 
of except the fact they felt unloading of the ships was too slow that 
priority was given to the unloading of “the ships? 

Mr. Fountain. He said they wanted to get some experience. 

Mr. Navenron. In the second movement you unloaded 25 million. 
That was unloading in earnest. You indicated one reason was that 
you were afraid unloading the ships would be too slow. Am I right? 

Mr. Paratsy. We knew it was slow and I have gone over the stock 
situation and what we thought would be the dem: and for the limited 
supply of Soft White. 

Mr. Naventon. In view of the burden being placed on export fa- 
cilities to handle the unprecedented export demand for White wheat, 
instead of first unloading the ships, which you thought was slow, 
why didn’t you take it out of the tidewater elevators? 

Mr. Harris. I think our record : shows we did take a lot out of the 
country. Take on March 31, 1957, we had land based 36 million 
bushels of White wheat. In the next September we had 9.6 m LiIlion. 
So we pulled out about 27 million bushels out of land-based facilitie 
We were pulling from both places 

Mr. Naveron. Was there objection | because you were pulling then 
out ? 

Mr. Harris. As a whole country elevators have been very agreeable 
so long as they are treated equitably. They do not want to be un- 
loaded empty; they want it prorated equitably. 

Mr. Naveuton. They do not want to be left with an empty house 
or partially empty house ? 

Mr. Harris. No, but all of them will say if you have a chance 
to export that should be done. 

Mr. Naveuton. You have been talking about country elevators. 
Did you empty out the flat warehouses ? 

Mr. Harris. We were pulling from all of them. 

Mr. Navucuron. How much did you empty ? 

Mr. Harris. I do not have the figures before us. 

Mr. Naveuron. Reading from the audit report, in describing these 
facilities the auditors said they realized the CCC Charter Act called 
for a preference consistent with the fulfillment of the Corporation’s 
purposes and the effective and efficient conduct of its business to util- 
ize the usual and customary channels, facilities, and arrangements 
of trade and commerce in the warehousing of commodities. 

The internal auditors are your own auditors 4 

Mr. Harris. Yes. 

Mr. Naveuton. They went on to say: 

However, it appeared to us that few of the flat storage structures in this 
area now containing CCC-owned grain qualify under the classification of “usual 
and customary facilities.” Some are old cannery buildings, others are lumber 
sheds, airport hangars, dock piers, shipyards, and in one case, an abandoned 
ice skating arena. Many of the minimum standards for warehouse approval 
were apparently waived in 1953 and 1954 when there was an urgent need for 
storage space. 

Instruction No. 621 (Grain)-1, par. IV A, provides certain minimum stand- 


ards a warehouse must meet in order to qualify for approval. Included in these 
standards are provisions calling for sound construction, together with neces- 
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sary equipment for handling, weighing, caring for, and storing of the com- 
modity. Many of the flat warehouses, in our opinion, fail to meet these mini- 
mum standards, as evidenced by leaking roofs, lack of scales, and makeshift 
grain handling equipment such as draglines. Although wheat has kept rela- 
tively well, large quantities of corn in certain of these houses have gone out 
of condition during the past year. While poor management has probably been 
the primary cause, we believe that the sack of adequate turning equipment, 
and the diffienlty of effective fumigation, contributed to the deterioration of 
this grain. Whereas the keeping of grain in such fiat storage has been a prob- 
elm, it is noteworthy that the wheat in the ships has been maintained in excel- 
lent conditions. 

Another provision of Instruction No. 621 (Grain)-—1 states that, generally, a 
warehouseman should be abie to completely load out his warehouse capacity 
in approximately 30 days. Although this is not an inflexible standard, our 
review, limited to the flathouses located at or near northwest ports, disclosed 
seven bouses that require from 60 to 200 days for loading out. These seven 
fac ilities had an aggregate storage capacity of about 29 million bushels of grain; 
and the individual sana out capacities were the ones shown in the ware- 
housemen’s applications on file in the Storage Management Division. in spite 
of these deficiencies, CCC pays exactly the same storage rates for flat storage 
as it pays for first-class conventional elevator storage. 

‘The warehousemen who provided urgently needed storage space in 1953 and 
194, might well be commended for their efforts. However, the files indicate 
that it was distinctivy understcod by them, as well as by commodity office and 
Washington officials, that the flat storage facilities were approved only on an 
emergency basis. 

We feel that CCC’s normal policy of striving for efficient and economical opera- 
tion would seem to dictate that the wheat should be left in the reserve fieets 
until all of the readily available wheat from flat storage has been moved. We 
accordingly recommended by memorandum on November 26, 1956, to the com- 
modity office that this be done; also, that all commodity office records and IBM 
listings of grain in emergency fiat storage be distinctly coded so that the grain 
may be readily identified, with the view to eliminating such storage for CCC- 
owned commodities at the earliest possible date. We pointed out that there 
were in flat storage, millions of bushels of both Hard Red and Soft White wheat 
in the immediate vicinity of Northwest ports. As of November 26, 20 of the 
175 ships of the reserve fleets had been unloaded. 

\ later review disclosed that CCC at January 31, 1957, was holding in emer- 
gency flat storage at Northwest port cities about 25 million bushels of wheat, or 
enough to fill 106 ships; of which 26 shiploads would be Hard Red, and 80 
shiploads would be Soft White wheat. Some of this grain had been in storage 
since June 1954. As of January 31st, 38 reserve fleet ships had been unloaded, 
containing about 9 million bushels. If these 88 shiploads had instead been 
ordered out of flat storage, CCC would now be realizing a monthly saving on 
storage charges of more than $104,000. 


And of course as you continued to unload the ships the amount of 
storage charges you ‘could have been sav ing grew in accordance. 

In the light of these recommendations, why did you not unload 
these nonconventional substandard facilities ? 

Mr. Harris. The record will show we took out a lot of this because 
we dropped down to 9.6 million in September. We took grain out of 
il these facilities. We unloaded more than that off the fleet. If we 
had not, we would have missed these sales. 

“Mr. Fountain. This information was available to your auditors, 
was it not ? ; 

Mir. Harris. This is looking back, Mr. Chairman. 

_ Mr. Parmpy. Mr. Chairman, the audit report I read just now was 
issued a few months later. I think it is unfortunate that our internal 
auditors are not in position to take into consideration some of the 
planning ahead that a commodity director must do. As proof of it, 


ata + later date when they found out the facts, this second audit report 
Ww made. 
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Mr. Naveuton. That was the reply to the audit report made by Mr. 
Corey, was it not? 

Mr. Paumsy. No; it was quoting Mr. Corey, but the punchline 
was: 

Our review of the commodity office inventory records at April 30 has given 
considerable support to these beliefs. 

This refers back to Mr. Corey’s statement. 

Pr Fountain. But they did not reverse their recommendation, did 
they 

Mr. Patsy. No, I do not think we ever ask our Audit Division to 
go back and reverse their recommendations. The Audit Division 
works for the Department, too. 

Mr. Founratn. It is a part of the Department ? 

Mr. Patmpy. Yes. There is one further comment I was going to 
make. We did shut off west coast exports as far as CCC is concerned 
in March 1957 and did not allow the redemption of certificates until 
October 1957. We refused to make our stocks of wheat available in 
Portland from March to October. That is the only time we have 
exercised this authority. 

Mr. Fountain. Mr. Harris, I think it might be helpful to get into 
the record figures indicating how much wheat was removed from flat 
storage. 

ie: tiene. I believe the figures have been given on that. For in- 
dividual warehouses the amount on hand—however, that is total. 

Mr. Navueuton. Let us take the specific facilities mentioned by the 
auditors. They gave examples of the emergency flat storage where 
CCC wheat was stored in the same areas as the reserve fleet : 

As examples, CCC has in the Portland vicinity about 4 million bushels of Soft 
wheat with Lawrence Warehouse Co., Swan Island; about 3% million bushels 
of Soft, and 600,000 bushels of Hard Winter wheat with Kerr Grain Corp.; and 
about 1.7 million bushels of Hard Winter wheat with Three States Warehouse 
Co. In Longview, Wash., there are about 7 million bushels of Soft wheat in flat 
storage at Continental Grain Co. In Tacoma, Wash., there are 1 million bushe!s 
of CCC-owned Soft wheat at the Milwaukee dock of Henry D. Gee Co. Also, 
another million bushels of Hard Winter wheat at Arena Storage Co., and Tacoma 
Vegetable Oils, Inc. 

How much of this wheat was loaded out of these facilities? 

Mr. Harris. I think I have those figures here. 

This is for grain in these houses. 

Lawrence Warehouse Co. at Portland had on hand the period end- 
ing June 30, 1956, House Code 92027, 1,073,000 bushels. ‘They trans- 
ferred out in the period ending December 31, 1956, 1,003,000 leaving 
on hand 70,000 bushels. 

What was another warehouse you mentioned ? 

Mr. Naveuton. Kerr Grain Corp. 

Mr. Harris. Kerr Grain Corp., House Code 82025, had on hand 
the period ending June 30, 1956, 4,030,000 bushels. They trans- 
ferred out during that period 1,065,000 bushels. Then they trans- 
ferred out in the period ending June 30, 1957, 933,000 bushels. They 
had balance on hand on December 31, 1957, a total of 2,080,000 bushels. 
I do not have the breakdown as to the type of grains. 

You mentioned another warehouse? 

. Mr. Naveuton. Three States Warehouse Co. Mr. Corey’s ware- 
ouse. 
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Mr. Harris. Three States Warehouse had on hand on June 30, 
1956, 182,735 bushels. They received for the period ending Decem- 
ber 31, 1956, 1,561,306 bushels. They transferred out none. 

Mr. Nauveuton. So Mr. Corey was busy unloading the ships and 
loading into his warehouse at the same time? 

Mr. Harris. This was not White wheat. 

Mr. Naveuton. Were you not shipping Hard Winter? 

Mr. Harris. Some. 

Mr. Naucuton. What were you telling the country elevator opera- 
tors in Montana when you ordered it out of their warehouses? 

Mr. Harris. That we had storage and could take it. 

Mr. Naventon. Of course CCC had 10 million bushels of empty 
bin space in Montana. Why didn’t it store grain there instead of in 
Mr. Corey’s warehouse ? 

Mr. Fountain. I don’t know that he can answer that. 

Mr. Patsy. I can’t answer for Mr. Corey. I think he will pay 
for what he did. 

Mr. Naueuton. Where was this a violation of policy ? 

Mr. Patsy. I think Mr. Harris answered that. 

Mr. Naueuton. Are you suggesting the movement of Hard Winter 
wheat from Montana was because the warehouseman in Montana 
wanted it ? 

Mr. Patmpy. We answered this yesterday. 

Mr. Naucuton. No, you didn’t. 

Mr. Patmpy. What time are you referring to? 

Mr. Naventon. The latter part of 1956. 

Mr. Patmsy. Yes, we answered that. 

Mr. Nauauton. Have you checked the records on that? 

Mr. Patmsy. I know it was the same year we erected bins and it 
was as I described yesterday. We knew if the crop came through 
as our State committee and the people out there thought it would, 
we needed to erect bins. 

Mr. Harris. I did not finish with the Three States Warehouse. 
During the period ending December 31, 1957, we took out 300,817 
bushels. During the period ending June 30, 1958, we took out 
88,530 bushels. We transferred out during the period ending 
December 31, 1958, 100,285 bushels. 

Mr. Fountarn. When were the ships unloaded ? 

Mr. Harris. The ships were unloaded, most of them, by 1957. I 
think there were some in 1958. The Astoria fleet we were unloading 
in 1957. Then apparently we stopped on December 20, 1957, and 
commenced again on March 19, 1959, and we unloaded in 1959 from 
Astoria four ships. Then we unloaded two in 1960. 

Mr. Naveuton. I do not think we quite finished the list of ware- 
houses. How much was unloaded at Continental Grain Co.? There 
were 7 million bushels of soft wheat in flat storage at Continental 
Grain Co. How much of that was unloaded ? 

Mr. Harris. Continental Grain Co. at Longview, was that? 

Mr. Naveuton. Yes. 

Mr. Harris. Continental Grain at Longview on June 30, 1956, had 
an inventory of 9,077,897 bushels. They transferred out in that 
period 2,599,730 and received 109,693, giving a balance on hand on 
December 31, 1956, of 7,288,130. 
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For the next period they received 3,890. They transferred out 
3,132,431, leaving on hand on June 30, 1957, 4,159,589 bushels. 

Then during the next period they received 18,685 and they trans- 
ferred out 1,610,019. 

Mr. Founrary. They received how much ? 

Mr. Harris. 18,685. They transferred out 1,610,019, leaving o; 
hand on December 31, 1957, 2,568,255. 

Therefore, from June 30, 1956, they dropped down from 9,077,000 
bushels of grain to 2,568,000 bushels of grain just 18 months later, 

Mr. Navcuron. What about the Milwaukee Dock of Henry ). 
Gee Co.? 

Mr. Harris. I do not have that for the Milwaukee Dock bee:us 
that is not considered a nonconventiona! facility. 

Mr. Naveurton. It is not! 

Mr. Harris. No. It is anold grain warehouse. 

Mr. Naveuton. The Milwaukee Dock ? 

Mr. Harris. Yes. It was built for grain. 

Mr. Naveutron. What about Tacoma Vegetable Oils? 

Mr. Harris. On June 30, 1956, they had 212,348 bushels. They 
received 318,256 bushels. We transferred out 54,286 bushels, leay- 
ing a balance on hand on December 31, 1956, of 476,318 bushels. 

In the next period they received 1,059, and we loaded out 49,806, 
which left them a balance of 427,571 bushels on June 30, 1957. 

They received none during the next period. They loaded out 52.000 
in 1956, which left them on hand on December 31, 1957, 375.515 
bushels of grain. 

I do not know just what type of wheat or what it is from this 
listing. 

Mr. Sairrn. Then in 1956, except for Mr. Corey’s warehouse and 
Tacoma Vegetable Oils everyone was losing storage and these two 
were gaining ? 

Mr. Harris. I do not know if that is true of all the others, but 
of these we have mentioned, yes. 

Mr. Suirn. Of those mentioned in the audit report ? 

Mr. Harris. Yes. There, again, I do not know what kind of wheat 
was in the Tacoma Vegetable Oils. 

Mr. Navenron. Mr. Harris, why were these two facilities gaining 
wheat while the others were losing? I think perhaps we know whiy 
Three States was. 

Mr. Harris. There, again, it is the type of wheat. We had demands 
for certain grades of wheat and we did not have demand for other 
grades of wheat. If you do not have a demand you will not be leading 
it out. 

Mr. Navcuron. I understand Mr. Corey’s warehouse was fille:| 
with low protein wheat from Montana? 

Mr. Harris. It was around 11 or 11.5. 

Mr. Naveuton. And there was very little demand for such wheat 
at the time? 

Mr. Harris. Yes. 

Mr. Naventon. So if a warehouseman was able to get it for storage 
he was pretty certain it would remain there for a period of time! 

Mr. Harris. We do not know what the market will do. IT can re- 
member back in 1954 or 1955 when we had a big barley takeover and 
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we did not know what we would do with that barley. Then they 
came up with a drought in the continent and we cleaned up. You are 
never sure. 

Mr. Naventon. But at the time it was loaded in, it looked like 
it was going to be there for a long time ? 

Mr. Harris. I cannot recall what the situation was at that time. 

Mr. Naventon. Did you notice anything out of the ordinary about 
these tremendous movements in Three States and Tacoma V egetable 
Oils while the others were being loaded out ? 

Mr. Harris. No. because it depends on the demand. We try to 
keep 4 the same type of wheat goimg in a house. 

Mr. NauenTon. Why were you shipping this wheat for which there 
was no demand to port locations anyway? There was no export de- 
mand at the time it was shipped ? 

Mr. Harris. No, because it came out for storage. 

Mr. Naveu7on. Was it your opinion they had to ship it because 
they needed storage space in Montana? 

Mr. Harris. Yes. We were helping them out. 

Mr. Navcrton. How were you helping them out? They had 10 
million bushels of empty space in Montana. 

Mr. Harris. That was not my decision. 

Mr. Naveuton. Whose was it? 

Mr. Harrts. It was testified yesterday the decision was made in 
Washington on all interarea movements, 

Mr. Naventon. The Three States warehouse and the Tacoma 
Vegetable Oils had an increase during this period. Do you know of 
any other warehouse—except the one operated by Mr. Gee—that had 
an increase at the time that export movement was going on? 

Mr. Harris. I would have to check, but any new house would be 
in that position because he started at zero and if he has one bushel 
he has an increase. 

Mr. Navewron. I did not notice any that had any substantial 
increases. 

Mr. Harris. I have not examined it for that. On this particular list 
it looks like that is about the size of it. Wait a minute. I have one 
more sheet I have not looked at here. 

These other houses—most of it was stored after that date which 
would not be a fair comparison. 

From this listing which you have and which I have, they appear to 
be the ones shown on that list. 

Mr. Navetrron. The wheat that was being shipped from Minne- 
apolis, it was approved 1 in Washington that it ‘should be shipped from 
that area to the Portland commodity office, but who decided which 
warehouse it would go to? 

Mr. Harris. Our program office. 

Mr. Naventron. Who was in charge of it? 

Mr. Harris. Mrs. Higgins was in charge? She had assistants under 
her, 

Mr. Naveuton. She decided it would go to Mr. Corey’s warehouse 
and to Tacoma Vegetable Oils? 

Mr. Harris. Yes. However, she did furnish a daily report on 
where she diverted the cars. It is a matter of finding who will 
receive it. The warehouses will not let you ship indiscriminately be- 
cause they have to pay demurrage. If they did not get the cars un- 
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loaded within the time limit the demurrage was charged to their 
account. 

Mr. Naveuton. You are not suggesting that you had that trouble 
in the last half of 1956, are you? 

Mr. Harris. I am telling you we had trouble all along because 
you have to remember there is also commercial grain moving and you 
always have a problem when you get 300 or 400 cars on a track and are 
diverting it to get the people to accept it. They want the grain but 
they do not want to incur demurrage. It isa problem. 

Mr. Naveuton. With the tremendous demand for white wheat for 
export, why this shipment of red wheat from Montana? 

r. Harris. We went over that. As I understood, it was to make 
available storage in Montana. 

Mr. Fountain. We covered that. 

Mr. Naucuton. We pretty clearly established there was a lot of 
empty space in Montana. 

Mr. Patmsy. Mr. Chairman, I hate to go over this again, but I would 
not want this comment left ach ey I admitted yesterday that 
our judgment and weather conditions did not work together. I can 
only say our judgment was wrong in view of what happened in the 
weather. We were pushing movement and erecting bins to take care of 
a takeover and a new harvest and we missed it. 

Mr. Fountarn. How much did you miss it ? 

Mr. Patmpy. In this case we missed it over 30 million bushels. They 
got some of these hot-dry winds in Montana. With all due respect to 
ontana, I would hate to prognosticate on what a crop there will be. 

Mr. Cartson. You have the same problem in connection with corn? 

Mr. Patsy. The corn production never gives us the problem of 
the North Dakota-South Dakota-Montana area where the harvest is 
simultaneous with the takeover. That is not true in the case of corn 
and soybeans. The weather did not work with our judgment in either 
North Dakota or Montana. 

Mr. Cartson. You could only make your best decision ? 

Mr. Paumpy. We relied on our State and county committee’s rec- 
ommendations completely. 

Mr. Naveuton. Mr. Palmby, my review of the files indicates that 
Montana country elevator men were being told during the latter 
part of 1956 that this movement was not for storage but because it 
was needed for export. 

Mr. Batxov. I think you are referring to a program for the Jap- 
anese school lunch which started in late 1956, as I recall. 

Mr. Naveuton. Let me read from a teletype dated August 22, 1956, 
from James Cole, director of the Minneapolis commodity office to 
Frank R. McGregor: 


FRANK R. McGrecor, 

Deputy Administrator for Operations, 
Earu C. Corey, 

Director of Information, Portland: 

We have recently been advised by Mr. Corey of the Portland office of his 
need for a substantial quantity of winter wheat for program outlet. 

The latest inventory information which we have regarding wheat located 
in the western freight area in Montana would indicate that there may be ap 
proximately 6 million bushels of winter wheat presently in country elevators 
and perhaps 4 or 5 million bushels of wheat to be delivered from farms to 
warehouses located in the so-called western freight area. 


AvuGusT 22, 1956. 
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We have been moving a substantial quantity of wheat to Mr. Corey’s area 
and had expected to move the remaining quantity of wheat but have recently 
met with considerable resistance on the part of Montana country warehousemen 
regarding this movement. It would appear that most of the CCC owned stocks 
of wheat remaining in western Montana is presently stored in warehouses 
owned by warehousemen who desire to keep the grain in-store for another year. 

In the event the proposed movement of wheat to Mr. Corey’s area was merely 
for re-storage purposes we could be inclined to favor leaving the wheat stored 
in the Montana country elevators. However, if this wheat is needed for pro- 
gram use we favor continuing the movement even though it will result in remov- 
ing stored grain from country warehousemen over their objections. 

Please give this matter your immediate consideration and advise what action 
should be taken since we understand Mr. Corey is very anxious that the present 
movement continue. 


Jas. A. Coie, Director. 


Mr. Naveuton. On August 28 Mr. McGregor sent a teletype—— 
Mr. Harris. What year was that? 
Mr. NaveHTon (continuing). 1956, reading: 


AvcustT 28, 1956. 
CoLE/MINNEAPOLIS : 

ReurmemoG5, ship feed grains out of Montana, confirming phone Tripp/Cole 
about July 9, shipments out of Montana to meet export requirements should 
continue but do not ship out of Montana for storage. 

FraNK R. McGrecor, 
Deputy Administrator Operations. 


Mr. Naveuton. On September 13, 1956, another telegram went 
from Mr. McGregor to Mr. Corey: 


Corey/Portland, 
CoteE/MINNEAPOLIS : 


Rephone Tripp/Oehler, Tripp/Matthews, donation about 100,000 tons Hard 
Winter minimum protein 11.5 for Japan of which 4 cargoes have been scheduled 
for October lift. The 4 cargoes scheduled are covered by previous Minneapolis 
loading orders for the wheat out of Montana. Minneapolis should issue addi- 
tional loading orders for Montana sufficient to cover the total quantity of about 
100,000 tons as requested by Portland. The ICA authorization for this wheat 
has a dollar limitation which should not be exceeded except upon approval by 
this office. This wheat is authorized to move out of Montana for this program 
only and is not for sale under barter or delivery for Gr-345 certificates or for 
sale for export of flour. 


SEPTEMBER 13, 1956. 


FrRaNK R. McGREcor, 
Deputy Administrator Operations. 

Mr. Batiov. That was the Japanese school lunch program. 

Mr. Patmsy. Mr. Naughton, I do not see any conflict on this. This 
is the time this dry weather caught up with us. Our bin erection 
was well underway. 

Mr. Navueuton. Let us go on to October. Grain was being pulled 
out of country elevators in Montana over the objection of the ware- 
housemen. Why did you pull it out of Montana and store it in Three 
States? You know the reason there, maybe, but why did you ship it 
to Tacoma Vegetable Oils? 

Mr. Patmsy. Specifically, sir, I cannot answer that. 

Mr. Smirn. Mr. Chairman. 

Mr. Founrarn. Mr. Smith. 

Mr. Smiru. Mr. McGregor is in the Washington office and he told 
Mr. Corey not to ship it except for program purposes. Is Mr. Corey 
the one making the decision whether it should be shipped ? 

Mr. Harris. No. Minneapolis issues the loading order. 

Mr. Smrru. Why is McGregor telling Corey this, then? 
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Mr. Harris. Loading orders are issued in Minneapolis. 

Mr. Smiru. Who is this telegram to? 

Mr. Naueuron. This is a memorandum from the State adminis- 
trative officer in Montana. The earlier ones were telegrams from 
McGregor copies of which were sent to both Corey and Cole. Quite 
often, as I understand it, arrangements are between the directors of 
the various area offices subject to Washington approval. 

Mr. Patmpy. The timing fits in. I have seen nothing yet that 
conflicts. 

Mr. Navenron. You have not examined the file very carefully, 
Mr. Palmby. ; 

Mr. Patmpy. It is probably a matter of opinion. 

Mr. Naveuron. On October 9, a telegram or memorandwn was 
sent to Mr. Cole, the director of the Minneapolis office, by the Mon- 
tana State administrative officer, including this statement : 

It is our understanding that a number of the Montana warehousemen have 
registered objection to the further movement of Montana storage of stocks 
of CCC-owned wheat. It is our understanding, however, that the Montana 
State committee is not too concerned over the objections raised by Montana 
warehousemen since the wheat is being moved for program use only. 

Mr. Fountain. Who is that from? 

Mr. Navenron. From the Montana State administrative officer to 
the director of the Minneapolis Commodity office. 

There are a number of pieces of correspondence indicating—— 

Mr. Batuov. The thing they are referring to was the authorization 
of September 13 in connection with 100,000 tons of wheat going to 
Japan for the school lunch program. That is the thing that Mr. 
Cole was talking about, or Mr. Cole’s memo to him. I think you 
have those reversed. 

Mr. Founratrn. If there is no objection, we will insert this com- 
munication in the record at this point so the record will tell the 
whole story. 

(The communication follows :) 

OcTOBER 9, 1956. 

To: Leo 8S. Kolsted, State Administrative Officer, Montana ASC Comuittee, 
Bozeman, Mont. 

From: Jas. A. Cole, Director. 

Subject: Ordering of additional stocks of winter wheat for movement from the 
western freight area in Montana to the west coast for use in connection 
with the donation program. 

This is to confirm our telephone conversation of this morning regarding the 
ordering of additional stocks of winter wheat for movement from the western 
freight area in Montana to the west coast for use in connection with the dona- 
tion program which was outlined in Mr. Frank R. McGregor’s teletype of 
September 13, 1956. 

We advised you that Mr. McGregor’s teletype referred to the donation of 
100,000 tons of hard winter wheat and that 4 cargoes of this quantity was 
scheduled for October lifting. Also that these four cargoes are covered by previ- 
ous Minneapolis loading orders but that this office should stand ready to issue ad- 
ditional loading orders as requested by the Portland office. This wheat is au- 
thorized to move out of Montana for program use only and is not for sale under 
barter or delivery for Gr-845 certificates, or for sale of flour for export. 

We just received a request from the Portland CSS Commodity Office for 
the movement of an additional 1 million bushels of winter wheat and are 
presently issuing such loading orders. After the movement of this additional 
quantity of 1 million bushels we will still have remaining 2,600,000 bushels of 
winter wheat located in the western freight area of Montana. We anticipaie 
that very shortly the Portland CSS Commodity Office will request that we 
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order out additional stocks of Montana winter wheat in order to meet their 
commitment in connection with this donation program. 

We are outlining the above in considerable detail since in our telephone con- 
versation with you this morning it is our understanding that a number of the 
Montana warehousemen have registered objections to the further movement 
of Montana stored stocks of CCC-owned wheat. It is our understanding, how- 
ever, that the Montana State committee is not too concerned over the objec- 
tions raised by the Montana warehousemen since the wheat is being moved 
for program use only and also since, in your opinion, the area from which this 
wheat is being moved has just completed an outstanding harvest of new crop 
wheat. However, if the donation program requires practically all of the Mon- 
tana winter wheat it is anticipated that Montana country warehousmen will 
resist such Movement. 

This also confirms the request of the Montana State committee that all 
loading orders for the movement of barley or oats now stored in the State of 
Montana be discontinued until such time as local needs can be ascertained. 
We have placed a stop order on this movement regardless of where the grain 
is located in your State. 

In the event we are requested by the Portland CSS Commodity Office to issue 
additional loading orders, we will get in touch with you in order to keep you 
fully informed. 

Mr. Naveuton. Now, wheat was moved to Tacoma Vegetable 
Oil and Three States in 1956, apparently under the assumption, as 
far as the Minneapolis office was concerned, that it was for program 
use. 

What program was that used for? 

Mr. Harris. I do not know that your statement is fully correct. 
There were a lot of other wires all the way through, as I recall. We 
keep having them constantly. 

As Mr. Ballou said, he thinks this one refers to the Japanese school 
lunch program we filled. That went to the Japanese school lunch 
and church relief. 

Mr. Founrarn. How much was involved ? 

Mr. Harrts. In 1956 3,728,098 bushels were shipped. 

Mr. Naveuron. Apparently movements were not authorized— 

Mr. Harris. That was for 100,000 tons, which is approximately 314 
million bushels which comes close to that figure. 

Mr. Naverron. Was the wheat in Three States and Tacoma 
Vegetable Oil used for program purposes ? 

-Mr, Harris. A little of it from time to time was used for program 
purposes and the rest remained in storage. It remains in storage 
until we have a use for it. 

Mr. Naventon. It is now 4 years? 

Mr. Harris. I do not know, but Three States, I am familiar with. 
There was a little pulled out, but since this difliculty arose we have 
been constantly loading it out and putting it in export elevators for 
storage as we can get space for it. 

Mr. Founrarn. You referred to several warehouses that had an 
increase, Where did that particular grain come from ¢ 

Mr. Harris. I did not get your question. 

Mr. Founrarn. In Mr. Naughton’s question and your answer, you 
referred to several warehouses. 

Mr. Harris. Yes. 

Mr. Foun'ratn. Which received an increase, while others were being 
reduced. 

Where did that particular wheat come from ? 
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Mr. Harris. I cannot answer that. We would have to look at the 
stock records and go back and research it. If it was Winter wheat, 
it probably came from Montana. That is where the majority of our 
Winter wheat does come from, Montana. 

Mr. Navueuton. I assume Mrs. Higgins is the only one that can 
tell us why this grain was put in these particular warehouses? 

Mr. Harris. Yes, and I do not think that she can. You are going 
from day-to-day work in diverting cars. You have a lot of ware- 
houses you are working with, particularly if you get 500 cars. When 
a car arrives on the diversion track at Spokane, Pasco, and other 
diversion points, the inspector opens the cars, determines the grade 
and advises our office. e have only 3 days to divert the car. The 
first day is taken up with the inspection and the next day in getting 
the information down to us. We get the grades in the morning and 
we have to divert all of the cars by that afternoon. It is a fast- 
moving procedure because if we do not move quickly we are going 
to have the cars on demurrage. We do everything possible to avoid 
these costs. When you get 500 cars a day, you are moving fast. 

Mr. Navueuton. With all the difficulties you were having with this 
tremendous export movement and with bin space available in Montana 
in the latter half of 1956, and country elevator men who did not want 
to load grain out, why would you bother to ship this wheat to Three 
States and Tacoma? 

Mr. Harris. I think that was answered yesterday and Mr. 
Palmby has been answering this morning. As far as we are con- 
cerned, when we get the grain on the track at Spokane or Pasco, it is 
ours. We have to get it taken care of and we cannot leave it sitting 
ina boxcar. We have to put it someplace. 

Mr. Naveuton. Why were you having cars ordered to Spokane 
when you had no program purpose for it at the time, apparently ? 

Mr. Harris. We were making storage space available. 

Mr. Naueuton. Montana did not need it. They had bins. 

Mr. Harris. We have gone into that. 

Mr. Naveuton. Mr. Palmby, do you recall that a Washington of- 
ficial at the time of the auditors’ recommendations concerning un- 
loading these substandard facilities, recommended they be loaded out? 

Mr. Patmpy. If I may repeat your question, at the time the audit 
report came in, your question was: What Washington official went 
over—— 

Mr. Naveuton. Did a Washington official recommend that these 
nonconventional facilities be unloaded ? 

é a Patmpsy. I am not aware that there was any Washington of- 
cia] — 

Mr. Naveuton. I do not know if you have it here, but Mr. Richards 
was in charge. 

Mr. Patmsy. He was my superior, I think, at that time. 

Mr. Naveurton. I think if you check the record, you will find that 
he made the statement in a memorandum that he was of the opinion 
that these substandard facilities should be loaded out. 

Mr. Patmpsy. This could be. It could be that he did. 

I recall talking over this frequently with the Commodity Office 
Directors in this period when we were quite uncertain whether we 
would have storage problems, or whether we would need still more 
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storage. I will assure you that we have done this from time to time. 
We went through this yesterday when we were talking about the 
Ochsner case. We did take some action in the Kansas City area and 
some other areas, and because of storage needs we went back and 
reversed our policy. 

We have talked this from time to time and if you say that Mr. 
Richards had something in the file, I will not question it a bit. 

Mr. Naueuton. I understand Mr. Richards is now deceased. 

Mr. Patmsy. That is right. I believe he passed away in August 
of 1957. 

Mr. Navucuron. I assume there is still Government grain stored in 
these facilities which were listed by the auditors? 

Mr. Patmsy. Iam sure there is. 

Mr. Naueuton. Isthat right, Mr. Harris? 

Mr. Harris. Those ones, yes, I think so. 

Mr. Naveuton. Mr. Richards’ recommendation was not followed 
on that ? 

Mr. Harris. We are still using flat storage. 

Mr. Naventon. You are still using flat storage. 

Mr. Picxarp. We are loading out Three States Warehouse, so the 
record will be clear on that. We have been for some time, since the 
first. of the year. 

Mr. Naveuron. On that point, have you been loading out Three 
States as rapidly as you could ? 

Mr. Pickarp. Yes. 

Mr. Naueuton. How long has it been going on ? 

Mr. Harris. As I recall, it started around the first part of March. 
We had to shut down for a few days because we could not find space 
toput it. Weare only putting that in tidewater elevators. 

I do not know how long, but their loading-out capacity is only 50,000 
bushels of wheat per week under their agreement and they are holding 
to it. 

Mr. Navcuton. Is their load-out time about 200 days, according 
to their capacity ? 

Mr. Harris. About. 

Mr. Naueuton. So it is going to take approximately 6 months to 
unload that facility ? 

Mr. Harris. It will be 6 months. 

Mr. NAaventron. This was not a very desirable place if you needed 
your grain in a hurry, was it? 

Mr. Harris. I think this is mere supposition on my part, but if this 
difficulty had not arisen, they would have brought in additional 
equipment and loaded it out. I know they would have if that wheat 
started to go out of condition. In a flat house, you can always go 
in there with portable equipment, scoopmobiles, get in and load 
it out as fast as you can get the equipment to haul it away. In an 
emergency, they could do it. In this case, they know why we are 
loading it out, so they are sitting back and loading what their con- 
tract called for. This is not a normal case at all. 

Mr. Suiru. Is that a normal contract ? 

Mr. Harris. We had some others that had approximately that 
length of time in loading out. However, it was up toward the top. 

Mr. Naventon. Why do you make that kind of a contract ? 
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Mr. Harris. We are tightening down now, since this was called to 
our attention. Some of us did not realize that loading out was that 
slow, I will be frank with you on that. We are now making a pro- 
vision that everybody has to be able to load out and guarantee they 
will load out within 12 weeks. 

Mr. Navucuron. Three months? 

Mr. Harris. We do not agree with the 30-day requirement. If we 
tried to unload every house in 30 days, we would use all the boxcars 
in the country and we could not get it unloaded. We would be pay- 
ing a terrific demurrage bill. 

Mr. Naveuron. If you tried to unload every facility at the same 
time, but suppose you had one facility where you were having difli- 
culty with the operator on spoilage, and you wanted it loaded out? 

Mr. Harris. If there was spoilage, they could speed that up tre- 
mendously. 

Mr. Navcuron. They would not be required to? 

Mr. Harris. You could require the man to go out and buy a lot of 
equipment and load it out in 30 days. Probably that equipment wil] 
never be used. It is very expensive. 

Mr. Picxarp. Any deterioration would be the warehouseman’s loss. 
It would not be the Government’s loss. 

Mr. Harris. Therefore, he is going to do everything that he can 
to eliminate that loss in grade, because he is responsible for it. 

Mr. Navueuron. If a man wants to get in the storage business to 
store grain for CCC, why would you not require, as is done in the 
Midwest, that his facilities have a 30-day load out capacity / 

Mr. Harris. We have a number of 30-day capacities in the smaller 
houses. 

Mr. Navenron. You indicated that since it was called to your at- 
tention you have been tightening up—actually it was first called to 
your attention in 1956 or 1957, was it not? 

Mr. Harris. That was the 30 day. We did not agree on the 30 
day. Wedo not agree to it yet. 

The regulations did not require any 20 day 

Mr. Navueuton. It would be more desirable from your standpoint 
to have 30 days than 3 months, wouldn’t it ¢ 

Mr. Harris. I do not know whether, overall, it would make much 
difference until you get down to a situation like we have on Three 
States. 

Mr. Naueuton. Then it is a little too late to amend your contract? 

Mr. Harris. Yes; it is, and that is why we are tightening up and 
not going over 12 weeks. We think it is a reasonable period. 

Mr. Navewtron. How much extra storage charges, assuming that 
you are liable for them, would result from the slow load-out time / 

Mr. Harris. Nothing; because if we take it out of Three States 
Warehouse and put it in Cargill's Warehouse, we will be paying 
Cargill instead of Three States. 

Mr. Picxarp. We have not been paying Three States any money 
since the early part of the year; you are aware of that ? 

Mr. Navcuton. You have a lawsuit with Three States and I under- 
stand Mr. Harris is under subpena to testify on Thursday. 

Would you explain briefly what the circumstances of that case are? 

Mr. Picxarp. Three States Warehouse Co. has filed suit against the 
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CCC for storage and loading out charges that have not been paid 
Three States since this was discovered earlier in the year, and which 
Three States contends are due. 

Mr. Smiru. You are filing an answer ? 

Mr. Picxarp. The Government has filed an answer and a counter- 
claim. 

Mr. Smiru. What is the Government’s position ? 

Mr. Pickarp. The Government denies that it owes any of the 
charges that Three States is suing for and is counterclaiming against 
Three States for all warehouse charges paid to it in the past. 

Mr. Suir. On what grounds? 

Mr. Pickarp. On account of the illegal contract as a result of the 
conflict of interest. We are also taking action against all individuals 
involved in Three States. 

Mr. Naveuton. What is the basis of the action against Three 
States? What is the specific basis of the reasoning that the Govern- 
ment does not owe the payments ? 

Mr. Pickarp. On the ground that the former partnership and the 
present company, a corporation, are not entitled to any benefits from 
the operation and that they cannot enforce the illegal contract. 

Mr. Naveuron. Is this based on the theory that they obtained some 
special preference ? 

Mr. Pickarp. No; it is based on the theory that this was an illegal 
contract from the beginning, because of Mr. Corey’s interest in the 
Three States Warehouse Co. in violation of the Federal conflict-of- 
interest statute. ‘Therefore, the company is not entitled to enforce the 
contract by recovering moneys payable under it. The Government’s 
position is determined by the Department of Justice, of course, and 
we in the Department of Agriculture are assisting the Department of 
Justice in the preparation of the defense, the counterclaim, and any 
other actions that may be filed by the Government. 

Mr. Naveuton. The lawsuit is based on the illegality of the opera- 
tion and the illegality was in connection with Mr. Corey being a Gov- 
ernment employee and having a conflict of interests ? 

Mr. Picxarp. That was the basis—the illegality of the operation 
because of the violation of the conflict-of-interest statute by Mr. Corey 
and others in the company. 

Mr. Naueuton. Let. us say you found a contract not involving a 
Government employee, but which had been obtained through con- 
spiracy with Government employees, or through some other type of 
illegal action, would a similar action be a possibility ? 

Mr, Pickarp. It is conceivable that there might be a similar action 
in such a case. 

Mr. Naventon. On the same ground of an illegal contract. and, 
therefore, the contractor not being entitled to the benefits ? 

Mr. Pickarp. I think we would have to go on the basis of the facts 
in the particular case, but that would be the general theory ia that 
type of case; yes. 

Mr. Naventon. Mr. Palmby, did you recommend unloading the re- 
maining CCC ships this year and returning them to the Maritime 
Administration ? 

Mr. Patmpy. Yes; I think I did; several of us did. We had con- 
versations on this on the basis that the wheat in the ships is all the 
way from 6 to 8 years old, generally. Further, even though it still 
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ded well the germination was falling. We know from experience, 
it is certainly better to be moving before you are in trouble rather than 
after. 

Mr. Fountain. Was this recommendation approved by the CCC 
Board ? 

Mr. Patsy. I do not recall whether we ever put anything in writ- 
ing on this or the Board ever took final action on it. The basis back 
of the recommendation finally was this: that we for some 30 months 
have been working on barter proposals for exports to India, and 
those contracts were signed, I believe, in March. 

The acceptance wires were issued in March and the confirmation 
shortly thereafter. This was to be a maximum movement of about 
16 million bushels of wheat. Keep in mind that barter wheat must 
be CCC wheat. It would not come from free stocks. 

Our thinking has been, ever since we started to negotiate this trans- 
action, that it would involve Soft White wheat and that it would 
undoubtedly, largely, have to come from the fleet, particularly if the 
Indians chose to pick this up at a time when our total supply situa- 
tion out there would be quite short, as it is now. 

Mr. Fountatn. Was this decision made during the month of June? 

Mr. Patsy. That we should—— 

Mr. Fountarn. Return the ships to the Maritime Administration? 

Mr. Batiov. Could I raise a question with the counsel ? 

Mr. Fountatrn. Mr. Ballou? 

Mr. Batiov. Mr. Naughton, are you referring to the August 2 
memo? 

Mr. Naveuton. Of this year? 

Mr. Batxov. Yes. 

Mr. Naveuton. No; this is one of June 24, 1960. The recommen- 
dation was made in March and was approved on June 24, 1960. 

Mr, Fountatn. Maybe my next question will get to the point you 
have in mind. 

Mr. Batxov. I know about the August 2 memo. 

Mr. Fountain. The Department reversed its decision later in the 
year and announced it would again use the ships, did it not? 

Mr. Patmpy. Yes. 

Mr. Fountain. Why? 

Mr. Patsy. Speciheally, ships on the east coast primarily for de- 
fense purposes. We have not made a firm announcement on the 
Pacific Northwest fleet. As it stands now, I do not recall we have 
made a policy decision as to what we will do with the remainder of 
the wheat in those ships, or whether we will refill them. 

Mr. Fountatn. This has been announced as a measure in coopera- 
tion with Civil Defense, has it not? 

Mr. Patmpy. Yes. This refers to the east coast. 

Mr. Fountain. That announcement was made just before the sec- 
ond session of the Congress recessed ? 

Mr. Patsy. Yes; that is right. 

Mr. Fountatn. Are you in a position to know whether or not the 
information concerning the necessity for cooperating with Civil 
Defense was available this fall and not available this spring? 

Mr. Patmpy. I donot know. 

Mr. Bauxov. I think there has been continuous discussion going on 
with the Civil Defense people at high levels. The decision which 
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the press release announced in August, as I recall, was not firmed up 
until just prior to the release that was made. That has been under 
continuous study by OCDM and the Department. 

Mr. Fountain. What amazes me about the release and the position 
was the fact that the action was allegedly taken to cooperate with 
the civil defense program right after the Congress, in the Appro- 
priations Committee report to which you referred yesterday, recom- 
mended that Government facilities be used to the maximum extent 
yossible. The Department apparently still does not want to say that 
it is using these facilities in the interest of the taxpayers, so it is now 
in the interest of civil defense. 

Mr. Naveuton. I have a memo here to Secretary Benson from 
Under Secretary True Morse dated August 23, 1956, which I think 
casts some light on the policy with respect to moving grain from 
ships instead of private warehouses. 

(The memo is as follows :) 

U.S. DEPARTMENT OF AGRICULTURE, 


Washington, D.C., August 23, 1956. 
To: Ezra Taft Benson. 


From: True D. Morse. 
Subject: Policy with respect to removing grain from (1) ships and (2) bins. 

Warehousemen in the Pacifie Northwest have objected to Commodity Credit 
Corporation filling all its sales commitments with wheat from warehouse stocks 
and have suggested that some ratio be established between the withdrawal of 
wheat stored in warehouses and wheat stored in ships. The Board authorized 
the unloading of seven ships containing winter wheat which is currently needed 
to fill our export program. Studies with trade groups will be made to deter- 
mine how soon additional ships can be unloaded and returned to the Maritime 
Administration. In no event would grain be unloaded from ships for storage 
elsewhere. 

Midwestern warehousemen have entered a similar complaint that Commodity 
Credit Corporation shipments of grain have been from commercial warehouses 
and not from bins. Warehousemen in such areas are increasingly insistent 
that grain from bins should also be used to fill outlets. The Board approved 
the movement of grain from bins for disposition only and not for restorage, 
concurrently with shipments from warehouses. (This will not apply to the 
redemption of certificates in grain under the acreage reserve program.) The 
age and condition of the grain would be of primary consideration in deter- 
mining priority of movement. However, grain would not be shipped from 
deficit areas. Regulations for guidance in administering the program will be 
drawn up after consultation with Commodity Office Directors and other 
interested parties. 

TRUE D. MoRsE. 

Mr. Navenron. On August 20, 1956, a memo to the Board of 
Directors from the Acting Director of the Grain Division, CSS, 
which bears your signature, Mr. Palmby, asks this question: What is 
the policy of the Board of Directors with respect to moving grain 
from ships? 


The memo states that representations have been made by ware- 
housemen in the Pacific Northwest requesting CCC to unload ships 
in fulfillment of sales commitments instead of drawing all the wheat 
from warehouse stocks. Their suggestion is that some ratio be estab- 
lished between warehouse withdrawals and fleet withdrawals. 

Earl Corey, Director of the Portland CCC Commodity Office, is 
said to concur in the recommendation of the warehousemen. 

As I understand it, this recommendation made by the warehouse- 
men, concurred in by Mr. Corey and also recommended by the Grain 
Division, was approved by the Board; am I right? 

64140—61— pt. 4——19 
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Mr. Pautmpy. I would have to check to be sure on this; I do not REs¢ 
recall what the Board’s action was. 
(The documents referred to are as follows :) ccaaie 


U.S. DEPARTMENT OF AGRICULTURE, hand f 
CoMMODITY STABILIZATION SERVICE, by or 1 
GRAIN Division, experie 

Washington, D.C., August 20, 1956. case 0 


To: Board of Directors, Commodity Credit Corporation. storage 
From : Acting Director, Grain Division, CSS. therefc 


Subject: Policy with respect to removing grain from (1) ships (2) bins. ain 
(1) What is the policy of the Board of Directors with respect to removing seek: te 


grain from ships? from t 
Representations have been made by warehousemen in the Pacific Northwest range - 
requesting Commodity Credit Corporation to unload ships in fulfillment of whethe 
sales commitments instead of drawing all of the wheat from warehouse stocks, in accc 
Their suggestion is that some ratio be established as between warehouse with- pins, a 
drawals and fleet withdrawals. Earl C. Corey, Director of the Portland CSs quired 
Commodity Office, concurs in their recommendation. In substantiation of their App! 
claim, they point out that warehousemen have increased storage capacity sub- 
stantially to enable farmers to utilize the loan program. Most of these ware 
houses are cooperatives. It is unknown at this time what is involved in the 
unloading of ships, so the experience would be invaluable, especially in the event Appr 
of an emergency; and, the stocks in the ships are aging. It is contended there 
will be no foreseeable need for reloading the ships. 
(2) What is the policy of the Board of Directors with respect to removing 
grain from bins? 
There are points in the Midwest where bins present a similar problem as 
that raised in item (1) above. Under present policy, warehousemen are first 
utilized in storing grain up to the extent of their capacity, then bins are used 
for the overflow on an emergency basis. When shipments are made, however, 
grain is first withdrawn from the warehouses. It is not withdrawn from bins, To: Be 
with the result warehouses may be emptied though bins nearby may contain From : 
grain dating back to 1952. Warehousemen are increasingly insistent that as we Subject 
ship warehouse-stored grain, we should also ship some from the bins. Th 
The Grain Division recommends: 2 
(1) That we immediately authorize the director of the Portland CSS com- re 
modity office to proceed to the unloading of seven ships to gain experience, frome 
ascertain costs, and provide wheat needed in the export program. The seven _ it 
ships suggested contain winter wheat which is needed to fill current export and in 
program. During this period we will further evaluate the situation and deter- 
mine as accurately as possible the probabilities with respect to returning the Mr. 
ships to the Maritime Administration and not retain them in anticipation of houses 
future use. This contemplates a careful study in cooperation with trade groups. a 
In large part, final conclusions would be based on their assurance, supported 
by evidence of commercial storage availability, ete., plus the assurance of the 
CSS commodity office director that the ships would not be needed except in the 
case of extremely high yields, or unexpected decline in exports. 
(2) That grain be shipped from bins for disposition. Age and condition of 
stocks in bins should be of primary consideration in outward movement. It 
is not recommended that grain be removed from bins for restorage in commercial 
warehouses. 
If a general policy is adopted to provide for a part of the grain required to 
fulfill export or other commitments to be taken from bins, regulations for the 
guidance of the CSS commodity office directors will be drawn up after consulta- 
tion with them and others to insure loading orders being issued in such manner 
as to fulfill the objectives of the program. 


Recommended : 


oP = * Ire 


Pep dere a os 


2 
a 
* 
€ 


CLARENCE D. PALMBY, 
Acting Director, Grain Division, CSS. 


Approved for submission to the Board of Directors, Commodity Credit 
Corporation. 
WattTer C. BERGER, 
Acting Executive Vice President, 
Commodity Credit Corporation. 
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RESOLUTION OF THE BoarpD oF DIREcTORS, COMMODITY CREDIT CORPORATION 


Whereas in the disposition of CCC inventories under its export and sales 
programs, it is desirable not only to effect a disposition of stocks presently on 
hand from public warehouses, but also from ships and from grain bins owned 
by or leased to CCC, since, among other things, in the case of ship storage, the 
experience to be gained in unloading ships would be invaluable, particularly in 
case of an emergency, and with respect to both ship storage and grain bin 
storage, stocks of grain are aging with some grain dating back to 1952: Now, 
therefore, be it 

Resolved, That, notwithstanding anything to the contrary in other authoriza- 
tions, the President or Executive Vice President, CCC, be and hereby is author- 
ized, in accordance with the recommendations in the accompanying memorandum 
from the Acting Director of the Grain Division dated August 20, 1956, to ar- 
range for the sale and unloading of grain from seven ships and to determine 
whether the ships should be returned to the Maritime Administration, and also, 
in accordance with such recommendations to sell and remove grain from grain 
bins, and to formulate any detailed operating provisions and regulations re- 
quired to effectuate the purposes of this resolution. 

Approved by CCC Board of Directors at meeting held on August 21, 1956. 


LIONEL C. Hotm, 
Secretary, Commodity Credit Corporation. 
Approved : August 29, 1956. 


WALTER C. BERGER, 
Acting Executive Vice President, Commodity Credit Corporation. 
Ear L. Butz, 
Acting Secretary of Agriculture. 


U.S. DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE GENERAL COUNSEL, 
Washington, D.C., August 24, 1956. 
To: Board of Directors, Commodity Credit Corporation. 
From: General Counsel. 


Subject: Policy with respect to removing grain from (1) ships, (2) bins. 


The attached resolution providing for the sale and disposition of grain in 
certain ships and in grain bins has been examined and is approved for form and 
legal sufficiency. Authority for the resolution is contained in the Commodity 
Credit Corporation Charter Act, particularly sections 5 (d) and (f) thereof 
and in section 407 of the Agricultural Act of 1949, as amended. 


R. L. FARRINGTON. 

Mr. Naventon. It indicates, incidentally, that “most of these ware- 
houses are cooperatives”. 

Do you recall any cooperatives that were active in this movement 
with the possible exception of North Pacific Grain Growers? 

Mr. Patsy. No. 

Mr. Fountatn. Mr. White, will you be sworn? 

(The witness was sworn.) 

Mr. Fountarn. Mr. White, until recently you were in charge of 
storage management operations at the Portland office, were you not? 


TESTIMONY OF FARNUM WHITE, DEPUTY DIRECTOR FOR 
PROGRAMS, PORTLAND COMMODITY OFFICE 


Mr. Wuire. Yes, sir. 
Mr. Founratn. How long did you hold that position ? 


= Wurrr. I believe I received my appointment around 1952 or 
1953. 


Mr. Founrarn. What were your responsibilities ? 
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Mr. Wurrr. I had charge of warehouse approvals, the examination 
of warehouses and the care of commodities. Later, when the fleet 
was established, I had charge of the care of grain in the storage fleets, 

Mr. Fountain. What is your present position ? 

Mr. Wuire. Deputy director, programs, for the Portland CSS 
commodity office. 

Mr. Fountarn. Is my understanding correct that before any ware- 
house is approved for storage of Government grain, it is supposed to 
be examined to insure that facilities where grain is to be stored are 
adequate and that the warehouseman has adequate experience and 
financial responsibility ? 

Mr. Wuire. Yes, sir. 

Mr. Fountatn. I think it it is obvious why this is done, but for the 
record, will you please describe the reasons why Government grain is 
supposed to be stored only in adequate facilities operated by financially 
responsible warehouses ? 

Mr. Wurrte. Well, I think it is obvious. It is for the protection of 
the Government. 

Mr. Naveuton. Would you expand on that a little bit, Mr. White? 
What kinds of difficulties could the Government get into if it got mixed 
up with some financially unstable warehousemen or substandard 
facilities? 

Mr. Wurre. Under the uniform grain storage agreement, the ware- 
houseman is responsible for the condition of the grain. He is required 
to deliver us the same grade and quantity as is deposited in his facility. 

If he was not financially able to do so, and had trouble with the 
grain, it is possible we could take a substantial loss. 

Mr. Fountain. What procedures do you have designed to make sure 
that only adequate facilities are approved ? 

Mr. Wurite. We have a staff of warehouse examiners that are sta- 
tioned throughout the seven Western States. 

When we receive an application from a warehouseman for approval 
of his facilities, we check it in the office and give it to our warehouse 
examiners to go out and make a physical inspection of the plant and 
equipment. 

Mr. Founratn. What does the Portland commodity office want and 
require insofar as adequate facilities and equipment are concerned? 

For example, would you approve an old building for storage if the 
warehouseman is a nice guy and you think he can pay damages if he 
gets in trouble, or do you have clear and firm requirements concerning 
the condition of the building and the type of equipment he must have? 

Mr. Wurirtr. We follow the minimum requirements as set out in 
17-GR which is an instruction issued to us from the Washington office. 

Mr. Fountatn. Would you please explain what those instructions 
are? If you have them in writing, please put them in the record and 
explain the main points of the instructions. 

Mr. Wurrr. I have them in writing here, sir. They are listed on 
page 5 of Instruction 17-GR, part 3, paragraph 9: 


Basic STANDARDS FOR APPROVAL 


Warehouses will be approved for use under CCC programs upon meeting the 
following minimum basic standards— 


It then goes on from A to L: 
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A. The warehouseman shall be an individual or an existing legal entity 
organized in good faith to operate a warehousing business and, if organized in 
the corporate form, must have authority to do a public warehousing business. 

B. The physical plant and equipment must conform with the requirements for 
proper handling and safe storage of the commodities. 

Cc. The warehouse must be under the control of the contracting warehouseman 
at all times. The warehouseman or his supervisory employees must have suffi- 
cient experience and knowledge of the warehousing business to enable them to 
give adequate protection and services for the proper storage and handling of 
the commodity. 

D. Where the State or local law requires licensing to act as a public ware- 
houseman, the license must be made available or posted in the warehouse or a 
notice must have been received from the licensing authority. 

E. The warehouseman and all responsible officers or employees of the ware- 
houseman must have satisfactorily complied, as determined by the Director, CSS 
commodity office, with CCC’s instructions and with the provisions of all agree- 
ments with CCC. 

F. The warehouse must not be subject to undue fire, flood, or other hazards. 

G. The warehouse must have adequate equipment for fighting flash fires. 

H. The warehouseman must maintain adequate inventory and operating 
records. 

I. The warehouseman must have sufficient net worth to assure his financial 
responsibilities as specified in part 5. 

J. The warehouseman shall carry surety bonds as specified in part 6. 

K. The warehouseman must apply for approval upon prescribed forms as 
specified in part 4. 

L. The warehouse must be examined and found acceptable as specified in 
part 4. 


Mr. Fountain. Are there further instructions involved in this 
matter ? 

Mr. Wurre. Those are the basic requirements. 

Mr. Fountain. Do you take the warehouseman’s word for the con- 
ditions of his facilities and equipment, or do you send in an inspector 
to check that out? 

Mr. Wuite. We send an inspector out in all cases and check the 
physical equipment. 

Mr. Founta1n. Every plant is physically inspected? 

Mr. Wuire. Yes, sir. 

Mr. Fountatrn. Is it customary to instruct inspectors to recommend 
approval or disapproval of any particular facility, or are they sup- 
posed to use their own best judgment uninfluenced by their superiors 
in recommending whether the facility should or should not be 
approved ? 

Mr. Wuire. We spend considerable time and effort in training 
warehouse examiners to give them basic instructions and training on 
what a good warehouse should be. When they go out in the field, it 
is not usual for us to tell them to approve or disapprove a facility. 
It is based on their own opinion. 

Mr. Fountain. They make the recommendations? 

Mr. Wurre. Yes, sir. 

Mr. Fountain. Who makes the final decision? Do they make that 
decision ? 

Mr. Wurre. They recommend to our staff whether it should be ap- 
proved or not. They are concerned primarily with the physical prop- 
erties including the building and equipment. The financial and 
credit reports and other requirements that we have in addition to 
the physical plant are handled in the Portland office. 
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Mr. Fountain. Have you ever had situations where you felt you 
were already familiar with the facilities and you did not think in- 
ypre _ necessary and consequently approved or disapproved such 
a facility ? 

Mr. Wurre. I do not recall we have ever done that, but we are per- 
mitted to when a facility changes hands and we are familiar with the 
buyer or the successor. 

Mr. Founrarn. You do not find it necessary to make an inspection 
following a change of hands, if you have already had an inspection 
of the facility ? 

Mr. Wurre. We do it, but, as I say, we are not required to do it by 
our instructions. 

Mr. Fountarn. Have you had any cases in recent years in which 
the Portland commodity office has suffered financial losses because the 
warehouseman would not, or could not, pay a claim for damages in 
connection with grain storage? 

Mr. Wurre. We have had at least one that I can remember now, 
and possibly two. 

Mr. Fountain. Will you tell us about those? 

Mr. Wurre. One of them is the Mid-Columbia Warehouse at Alder- 
dale, Wash. I believe it was mentioned yesterday. We still have 
the case inthe courts. I believe another one is- 

Mr. Harris. Boundary Grain & Feed would be one that occurred. 
A shortage developed, the company went bankrupt and we took a loss 
on it. 

That was our first warehouse shortage as I recall. It was a serious 
one and we did take a loss. 

Mr. Fountain. How much? 

Mr. Harris. That was a cooperative. 

Mr. Founrtatn. A substantial loss? 

Mr. Harris. Yes; it was a substantial loss. As I recall, the loss 
was toward $100,000. 

Mr. Wuirte. I can think of one other one. We had one down in 
Douglas, Ariz., several years ago. 

Mr. Smirn. What kind of a bond did they have that did not cover 
that ? 

Mr. Harris. We do not have 100 percent bonds. What are they, 
6 percent ? 

Mr. Wurrr. Six percent of the value of the commodity to be stored. 

Mr. Fountatn. 81x percent ? 

Mr. Wurre. Six percent. 

Mr. Harris. We have had a few others where we went back against 
the bonding company for the amount of the claim and I think there 
have been a few with the bonding company which have been com- 
promised by Justice. We went to court with it. The loss was not 
substantial in those cases. 

Mr. Naveuton. Do you usually have to go to court against the 
bonding company ? 

Mr. Wuire. Usually, or get right up to the point of court action. 

Mr. Naventon. So that bonds have not proved 100 percent effective 
as a remedy against financial loss? 

Mr. Harris. Not 100 percent; no. 

Mr. Fountarn. About 94 percent risk? 
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Mr. Harrts. If you had a complete loss; you would never get into 
a case where you lost everything, that I know of. sy 

Mr. Naveuton. Whenever you put grain into a warehouse facility, 
you are taking a chance on the integrity of the warehouseman, his 
financial responsibility, and experience ? 

Mr. Harris. Yes. 

Mr. Wurrte. We do not take too much of a chance because we try 
to investigate the warehouseman as fully as we can. We investigate 
the operator and the manager, financial condition and integrity. We 
receive credit reports. 

Mr. Naveuton. Do you check very closely as to who owns the 
facilities that you approve? 

Mr. Wurre. I do not know exactly what you mean about who owns 
them. 

Mr. Naveuton. Suppose you have a group coming in, let us say 
the X storage company. You have never heard of the X storage 
company because it has just been formed, and it has an old processing 
plant, maybe down on the docks someplace, and these individuals 
have not been in the grain storage business. Do you get a Dun & 
Bradstreet report on X corporation to see who is behind it? 

Mr. Wuite. We get the Dun & Bradstreet report on the company 
that is applying for the contract. 

Mr. Naveuton. If Dun & Bradstreet says, “We cannot get any in- 
formation on this concern. They decline to tell us anything about 
their financial affairs,” does that cause you to make a further investi- 

ation ? 
. Mr. Wuire. No; that is not an unusual situation. There are many 
firms that do not give financial information to Dun & Bradstreet. We 
require the warehouseman to give us his own financial statement and 
certify it is true and correct. 

Mr. Naveuton. Do you then go behind that statement. Supposing 
Dun & Bradstreet does not have any information, and you have a 
statement from the warehouseman. Would you check behind that? 

Mr. Wurre. No; it is not our custom to go too far unless there are 
some obvious items that are questionable. 

Mr. Naveuton. Suppose they show a substantial deficit? That 
would be a questionable item, would it not, before approval? 

Mr. Wurre. Not if you know the background. 

Mr. Naventon. Are you saying you could have a firm with a very 
substantial deficit and if its owners were people of substance, people 
whose reputations and standing you had high regard for, you might 
approve them with a substantial deficit, where you would not approve 
Joe Doakes, coming off the street ? 

Mr. Wuire. I think we treat them all the same. 

Mr. Naveuton. If you have a corporation and the individuals are 
not liable? 

Mr. Wurrte. That is right. 

Mr. Naveuton. Would you normally approve a facility with a 
large deficit ? 

Mr. Wurre. It depends on what caused that deficit. 

Mr. Picxarp. What do you mean by “deficit” ? 

Mr. Naveuton. Mr. Pickard, if you would kindly refrain 
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Mr. Picxarp. I want to know if the witness understands the ques- 
tion. 

Mr. Naveuton. That is his problem. 

Mr. Pickarp, All right. 

Mr. Wuire. He can have a deficit for any reason. Our require- 
ments are that he have a net worth of 4 percent of the value of the 
commodity to be stored and, in addition to that, he posts a bond for 
6 percent of the value of the commodity to be stored. This deficit 
you were speaking of, I think I know the company you are referring 
to. It was caused by an operating loss and not from lack of assets, 

Mr. Naventon. You are familiar with the company I am talking 
about ? 

Mr. Wurre. I think so. 

Mr. Smiru. Wait a minute. If a lack of assets is only one thing 
involved, but if you are going to go against a company, you have to 
consider what they owe as well as the assets? 

Mr. Wurre. That is right. 

Mr. Smirn. Their net worth is what you are interested in? 

Mr. Wurre. That is right. 

Mr. Smiru. You are interested in both the deficit picture and the 
assets ? 

Mr. Wurre. That is exactly right. 

Mr. Smiru. If they have a big deficit, exceeding their assets, they 
have nothing available for you? 

Mr. Wuire. Yes, sir; but they still would show a net worth in spite 
of the fact they have an operating loss in past years. 

Mr. Smirn. You would consider that kind of a net worth to shield 
you from loss? 

Mr. Wurre. Yes, sir. 

Mr. Smiru. That is what you are interested in? 

Mr. Wuire. Weare interested in his net worth. 

Mr. Smiru. That is available to you in the event there is a loss? 

Mr. Wuire. Yes, sir. 

ae Founta1n. Suppose the liabilities exceed the assets of the com- 

any ? 

Mr. Wurre. If he has sufficient operating capital, or access to sufii- 
cient operating capital, we will still approve him or accept his financial 
statement if he posts additional bond. 

Mr. Naveuton. You say “access to operating capital.” He might 
have access to capital if the venture is a success; but suppose it is a 
failure and you want to collect on the operating capital he has access 
to and suppose he says, “That is tough”? What good does access to 
operating capital do you then? 

Mr. Wurrer. I do not think we ever had occasion to run into that 
situation. 

Mr. Naventon. It would be too late when you run into it; would it 
not? You have to look out for it in advance? 

Mr. Wuire. Yes. 

Mr. Naveurton. In valuing the assets, do you make a comparison, 
for example, of the insured value of the assets? 

Mr. Wuire. Yes, sir. 

Mr. Naveuton. You do? 

Mr. Wurre. Yes. 
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We do not go out and appraise the property ourselves. We take 
his insured valuation that heshows. If heshowsa building and equip- 
ment worth $100,000 and it is insured for only $50,000, we credit him 
only with assets of $50,000. 

Mr. Naueuton. The insured valuation is the only credit he gets on 
asset value ? 

Mr. Wurre. Yes, sir. 

Mr. Naueutron. So if you had some equipment that was on the 
balance sheet at eight times the insured valuation, you divide that by 
eight ? 

‘Mr. Wurre. We give him credit only for the amount of insurance 
he carried on it. If he carried no insurance on it, we could give him 
no credit for it. 

Mr. Navcuton. Suppose the assets consisted of processing machin- 
ery for copra. They would not have any value in storing grain; 
would they ? 

Mr. Wurre. They would have some value in the event we had a 
claim against him. 

Mr. White, as head of the storage management section, how closely 
do you check on the operation of individual examiners? 

Mr. Wutre. I am not sure exactly if I know what you mean. Our 
examiners, their performance, is reviewed periodically. They send 
in their examination reports when they complete an examination. 
I would think definitely that we have a very close watch on their 
operations. 

Mr. Founrtatn. In other words, it is customary for examiners to 
report to you? 

Mr. Wurre. They report to the head of our warehouse examina- 
tion group. 

Mr. Fountra1n. Would they report to you if a routine examination 
disclosed nothing wrong, or call your attention only to adverse 
findings? 

Mr. Wuire. They prepare what we call a cover memo. They make 
comments about every warehouse they examine. The report comes 
into the office with their supporting papers and is reviewed by the 
chief of the warehouse examination section. 

Mr. Naveuton. Let me see if we have the line of command straight. 

As of a few months ago, and for the past few years, you were the 
Chief of the Storage Management Division. How many people did 
you have down the line under you that the examiners would report to? 

Mr. Wurre. I had an Assistant Division Chief. We had a ware- 
house examination group which had a chief warehouse examiner in 
charge. The examiner would first report to the chief warehouse 
examination group and then to the assistant chief, and then to me. 

Mr. Naveuton. You were about three times removed from the 
operating reports? 

Mr. Wuirte. Yes,sir. I saw only the difficult cases. 

Mr. Navenron. Your assistants would not normally have called 
to your attention a routine examination revealing nothing wrong? 

Mr. Wurre. That is right. 

Mr. Naveuton. They would not send you a special memo on that 
under normal circumstances ? 

Mr. Wurre. That is right. 
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Mr. Naueuton. Would there be any circumstances that you can 

think of where that might happen. 
Mr. Wuire. I beg your pardon? 
Mr. Naveuron. Can you recall any instances where you made a 

particular study on a particular elevator or storage facility? 

Mr. Wuire. Yes. 

Mr. Naveuron. Which one or which ones? 

Mr. Wurrer. Periodically we receive audit reports that are critical 
of, or find some adverse condition at a warehouse. I try to make 
sure that the examiners follow up on it and remedy the situation. 

Mr. Navucuton. Did you have any adverse conditions at Three 
States warehouse that called for special reports to be made? 

Mr. Wuire. Not that I can recall. 

Mr. Naveuton. Would there be any reason you can think of to have 
special reports made on Three States? 

Mr. Wuirr. The auditors were critical of the slow load-out capacity 
in one of their reports, but as far as their operating procedures and the 
care of the grain was concerned, we had no adverse comments. 

Mr. Naveuron. Which warehouse examiner was responsible for 
approving Three States? 

Mr. Wurrr. I believe Mr. Cecil Johnson examined it at one time, 
but whether there were others or not, I do not recall. 

Mr. Naveuron. Did you have any suspicion or idea that Mr. Corey 
might have an interest in this warehouse ? 

Mr. Wurre. No, sir; I did not. 

Mr. Naveuron. I do not have it at hand at the moment, but there 
are some memoranda in the file indicating that reports were being made 
directly to you on the fact that an examination of Three States ware- 
house had revealed nothing wrong. 

Can you explain why this might have been done? In other words, 
skipping two steps, to tell you directly there was nothing wrong with 
this warehouse ? 

Mr. Wurre. I not only cannot explain it, but I doubt very much 
whether there is anything in the file that would say that. 

Mr. Fountatn. Mr. White, do you recall any cases where the rec- 
ommendations of the examiner were overruled by his superiors and 
not followed by them? 

Mr. Wurre. I can recall one, sir. 

Mr. Fountatn. Would you identify that one? 

Mr. Wuirr. Tacoma Terminals of Tacoma, Wash. 

Mr. Founrarn. Tacoma Terminals of Tacoma, Wash. ? 

Mr. Wuire. Yes, sir. 

Mr. Fountarn. Is that the old Baker dock ? 

Mr. Wurre. No, sir. It is a brandnew building completed, I be- 
lieve, last year in 1959. 

Mr. Naveuton. Mr. White, as I understand it from information 
obtained for the subcommittee by the General Accounting Office per- 
sonnel, the warehouse examiner who examined Tacoma Terminals 
recommended that this facility be approved prior to the time that 
it was completed. 

Let me read from the report we had made on grain storage ware- 
houses controlled by Mr. William H. Gee or in which he has a sub- 


stantial interest. Mr. Gee is the president of the Tacoma Terminals 
Corp. 
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CONDITION OF WAREHOUSES 


The original examination of a newly constructed warehouse in Tacoma, Wash., 
was performed by Warehouse Examiner Lionel L. Duquette on June 30, 1959. 
Duquette reported that the building then was under process of construction ; roof 
about 144 complete; phases of the building wall sections had just been started; 
eertain conveyors not installed; one of two “legs” not installed; and concrete 
for “pit” not yet poured. Duquette, in his report of original examination, stated: 
“The above warehouse is recommended for approval due to instructions to approve 
if only partly complete.” 

Duquette was asked if he would explain the nature and source of the specific 
instructions to him that he recommend approval of the warehouse notwithstand- 
ing fact that the structure was only partly complete. Duquette replied that 
he could not discuss the matter because “I do not want to get myself in trouble,” 
and that the instructions referred to came from his superiors, and that the 
matter should be taken up with Charles L. Gibb, Chief Warehouse Examiner 
(PCO). Duquette firmly declined to give any further information concerning 
the question. The warehouse in question generally is designated as No. B-27-A, 
located at 2148 Port of Tacoma Road, Tacoma, Wash. 

In response to question, Charles L. Gibb said that he could not recall having 
given any specific instructions to Duquette to the effect that in his report of 
this original warehouse examination Duquette would recommend approval of 
the warehouse even though construction of the building was only partly com- 
plete. Further, Gibb said that he did not have any recollection of the nature 
or source of any such instructions having been given Duquette prior to, during, or 
immediately following the original examination of this warehouse. 

Lionel L. Duquette again was questioned on August 24, 1960, in presence of 
Farnum A. White, acting director, PCO, after White had instructed Duquette 
to answer pertinent questions concerning latter’s original examination of the 
Tacoma warehouse. This time, Duquette said that he was told by his superior, 
Charles L. Gibb, to recommend approval of the warehouse even though con- 
struction of the building was not completed at time of the examination. 
Duquette said he did not remember whether these instructions came to him from 
Gibb over the telephone while Duquette was in Tacoma for purpose of the 
examination, or after his return to the Portland office; however, he said that’ 
the instructions were given him orally by Gibb and not in writing. Duquette 
said that at time of his examination of the new warehouse on June 30, 1959, it 
was his opinion that grain could safely have been stored in the warehouse 
even though only about 44 of the roof had been installed and sections of walls 
were structurally incomplete. 

Duquette said that Gibb did not elaborate on his instructions to recommend 
approval of the warehouse though it was only partly complete structurally, 
and Duquette said that he had no knowledge of the reasons for the apparent 
urgency for hurried original examination of the warehouse. Duquette said 
that at time of his examination of the warehouse on June 30, 1959, there was 
no grain stored in the warehouse; that none was in cars on nearby railroad 
switch tracks awaiting unloading into the warehouse; and that he did not 
have any knowledge of any grain then being in transit to this warehouse for 
storage under UGSA. ° 

Duquette said that he, as a CCC warehouse examiner, after completion of 
the original or initial examination of a warehouse is required to report whether 
or not the warehouse is in condition to properly store CCC grain, and he said 
that the original examinations of warehouses are made preliminary to CCC 
approval of warehouse facilities for storage of grain under UGSA. 


Would you tell us what happened subsequent to the GAO interview ? 

Mr. Wurre. I am familiar with the report that you just read. Mr. 
Gibbs and Mr. Shields, my assistant and I, have discussed it many 
times, and none of us can honestly remember giving Mr. Duquette 
those instructions. Why they were given, I presume, is because they 
were anxious to get the warehouse completed to receive grain. As I 
recall, the building is something over 700 feet long and the construc- 
tion of the building was completed, I think, in pretty close to 30 days, 
perhaps 45 days. It was put up very, very rapidly and by the time the 
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cars were diverted in the warehouse, it would have been completed, and 
I believe such was the case. 

Mr. Naveurton. Is it true that grain was on its way to this ware- 
house from Montana prior to the time it was even completed ? 

Mr. Wuire. I do not believe so; although I cannot say for certainty. 

Mr. Naveuton. How long after it was completed, did they start 
loading the grain in? 

Mr. Wuire. If I remember correctly, I believe the first cars were 
diverted in there about July 9. 

Mr. Naucuton. The warehouse inspection was on June 30, 1959, at 
which time the roof was about one-third completed and certain equip- 
ment not installed, and concrete not yet poured. Nine days later grain 
was being loaded in, but where did it come from? 

Mr. Wurre. If it was red wheat, probably it came from Montana. 

oe not the report say it was expected to be completed in about a 
week ? 

Mr. Naveuton. It indicated it was expected to be completed very 
soon. 

Mr. Wurre. By a week, I believe. 

Mr. Navcuton. I do not think this part says that, but maybe in 
another section. 

Mr. Wurre. Yes. 

Mr. Naveuton. You do not recall giving Mr. Gibb or Mr. Duquette 
instructions ? 

Mr. Wuire. No, sir. I honestly do not and neither does Mr. Gibbs 
nor Mr. Shields. Certainly his own instructions would have come 
from one of the three of us. 

Mr. Naveurton. Isn’t that a departure from what you stated to be 
your policy which should stick in the memory of anyone who did it? 

Mr. Wuire. Yes, sir; it is. 

a Naveuton. Do you think Mr. Duquette is lying about having 
orders ? 

Mr. Wurre. I donot think Mr. Duquette lies; no. 

Mr. Naveuton. Who has the poor memory ? 

Mr. Wutre. I think the three of us have. 

Mr. Naveuton. Are you equally responsible on this ? 

Mr. Wurre. I do not know. I presume so. I presume it is my re- 
sponsibility. 

Mr. Fountatn. Why would you give such instructions? 

Mr. Wurre. If they were given, I will say this: Mr. Gee is well 
known to our office. He isan excellent warehouseman. He has never, 
to my knowledge, stated that he would do something and then not 
do it. If Mr. Gee said that that building would be done in a week, it 
would be done in a week and ready to receive cars. 

Mr. Navcuton. If Mr. Gee’s facilities had been without exception 
the most desirable storage that you have, that would be one thing; 
but you have had a little trouble in the past, haven’t you? 

Mr. Wurrte. Not with Mr. Gee’s houses. 

Mr. Naveuton. Do you mean to tell me you never had any difficulty 
with any of his warehouses collapsing or being overloaded ? 

Mr. Wutte. He has not had any trouble that would not be normal 
warehousing risks. He has had a fire, a siding out, but he has done an 
excellent job and such trouble is a risk all warehousemen take when 
they go into the business. 
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Mr. Navcuton. How many others store grain in an abandoned ice 
arena ? 

Mr. Wurre. Let us say it was a former ice arena. We have also 
stored in barracks and everything else. The title you put on a facility 
is not descriptive of its condition. 

Mr. Naventron. What kind of condition was it in? 

Mr. Wuire. It wasa good building. 

Mr. Fountain. What kindof installation ? 

Mr. Naueuton. An abandoned ice arena. 

Mr. Fountain. I think you would have to have a description to 
know what it is. I do not think just a mere word tells the condition 
it is in. 

Go ahead, Mr. White. 

Mr. Wuire. I think I finished. 

Mr. Naveuton. Getting back to this matter of instructions being 
given, what investigation did you make to find out who may have 
given these instructions? Can you state positively you were not 
in any way responsible for these orders given ? 

Mr. Wuite. No; I cannot do that. 

As I said, I discussed it with Mr. Shields and Mr. Gibb, who are 
the only two other people besides myself that Duquette would have 
received instructions from. 

Mr. Naveuron. Then you are not in a position to tell this com- 
mittee positively that you did not tell Mr. Duquette to approve this 
warehouse ? 

Mr. Wuiter. No, sir; I am not. 

Mr. Naveuton. Why would you do this for Mr. Gee, if you did? 

Mr. Wurre. I just told you, sir, his integrity is the highest. 

Mr. Founrain. I think he has probably said in substance that he 
realized this was improper and an exceptional situation, but he did it 
because of his high regard for Mr. Gee; is that right? Am I right 
in that statement? That is, that if you gave the instruction, and you 
do not deny that you did, that you realized it was improper to do so 
but you did do so, if you did, because of your high regard for Mr. 
Gee and your knowledge of his integrity ? 

Mr. Wuire. That is right, sir. There is also the possibility that Mr. 
Duquette may have had a misunderstanding. I do not know, but in 
stating that he received this instruction 

Mr. Naveuron. He apparently felt it was sufficiently out of order 
that he did not want to get into trouble by talking about it. 

Have you been acquainted with Mr. Gee for some time? 

Mr. Wuire. Yes. I have known him probably 8 years; 7 or 8 
years. 

Pen Naventon. Have you had any contacts with him outside of the 
office ? 

Mr. Wuire. Yes, sir. We have on occasion had lunch and dinner. 

Mr. Naveuton. Have you been to his home? 

Mr. Wuire. No, sir. 

Mr. Naventon. Have you had any transactions or business dealings 
of any sort with Mr. Gee? 

Mr. Wurrte. Privately ? 

Mr. Naveuton. Yes. 

Mr. Wuire. No, sir. 
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Mr. Navueuron. Or any at all, with the exception of your public 

capacity ¢ 
r. Wurre. No, sir. 

Mr. Founrtatn. I think the record should show that these questions 
are in no way intended to reflect upon the relationship, but simply 
to establish whether or not there has been a proper salitianaiip - 
tween Mr. White and those with whom he has dealt. 

Mr. Naueuton. We are trying to ask the questions that might come 
to anyone’s mind. Certainly, there is no implication because a ques- 
tion was asked that the answer would necessarily be yes. 

Mr. Fountarn. Mr. White, will you describe for us a property known 
as the Old Baker Dock in Tacoma, Wash. ? 

Mr. Wurre. Describe the facility ? 

Mr. Fountarn. Yes. 

Mr. Wurre. I do not know as I can, sir. I have never seen it, but 
it is evidently an old dock in the Tacoma waterfront. I cannot give 
you the location of it but at one time we used it to ship out various 
Government goods. They had quite a fire there. It must have been 
around the early 1950’s or perhaps 1949, where we lost considerable 
Alaskan peas. Since that time it has been repaired and we have been 
using it for storage of grain. 

Mr. Fountarn. You say you have never visited the facility ? 

Mr. Wurre. No, sir. 

Mr. Founrarn. Did you have any reports on the facility ? 

Mr. Wuire. Yes, sir. 

Mr. Founrarn. Will you describe your reports on the facilities 
prior to the fire? 

Mr. Wuire. It is a long, flat house. It has something of a bend in 
it and is several hundred feet on the waterfront. It is an old flat pier 
building similar to that you will find on any waterfront, long and 
narrow. 

. oe Fountarn. Is it similar to a lot of flat storage facilities you 
ave 

Mr. Wuite. Yes. 

Mr. Fountarn. Who owns this dock and what kind of a structure or 
structures are on it ? 

Mr. Wurtz. I believe it is owned by either the Northern Pacific or 
one of the railroads. 

I believe it is presently operated by the Shaffer Terminals and in 
which we have grain. 

Mr. Fountain. What kind of structures are there on it ? 

Mr. Wuire. It is wooden. 

Mr. Fountarn. Are there a number of wooden structures? 

Mr. Wurrt. As I recall it is a long building with bays in it. 

Mr. Founrarn. All under one roof ? 

Mr. Wuire. Yes. 

Mr. Fountain. You referred to a fire in which a loss was sustained 
at Baker Dock. Was that in 1951? 

Mr. Wuirs. That probably was the one, yes. 

Mr. Founratn. And I believe there was a subsequent lawsuit in- 
stituted by CCC against a Mr. Woodward. 

Chr Wuirte. Woodward, I believe, was the owner of the Baker 
ock. 
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Mr. Founrarn. Was there an individual owner or a corporate 
owner ? 

Mr. Wurrte. I believe he was a individual. 

Mr. Fountain. Will you tell us the circumstances of that fire? 

Mr. Wuirs. That is going back quite a ways. I believe it was 
started, or claimed to have been started by a mechanic repairing a gas 
motor in the warehouse itself in the machine room. Due to a spark 
that was generated the fire spread and burned up the dock. 

Mr. Naveuton. The claim as I understand it was because of de- 
struction of some dried peas that were being shipped on the dock that 
were not covered by insurance. 

Mr. Wuite. Yes, sir. 

Mr. Naueuton. Was there another claim by the Air Force or Army 
for storage of other equipment ? 

Mr. Wurre. I think they lost some material, too. 

Mr. Navucuton. As I understand it, the salvage of the peas was 
handled by Mr. Gee, is that correct ? 

Mr. Wuite. I believe that is correct. 

Mr. Naueuton. Is Baker Dock also the location of the Tacoma 
Vegetable Oil facilities ? 

Mr. Wuire. I do not believe it is, no, sir. TVO is not part of the 
Baker Dock. 

Mr. Naveuton. I know it is not part of the storage contract. Is 
the building physically located there ¢ 

Mr. Wurre. No, sir. 

Mr. Naveuton. Is it an adjoining building? 

Mr. Wuirer. There is at least one warehouse between them. ADM 
has a warehouse between the Baker Dock and the Tacoma Vegetable 
Oil building. 

Mr. Naveuton. However, it is in the same area of Tacoma? 

Mr. Wurrte. Yes, sir. 

Mr. Naveutron. Mr. White, in 1955 a storage application was re- 
ceived by the Portland Commodity Office, according to our informa- 
tion, from the Mellwood Corp. for storage at Baker Dock. 

Can you tell us about that application and the individuals involved 
in it? 

Mr. Wuire. Mellwood Corp., I believe, applied for approval of a 
part of the Baker Dock facility. I believe their superintendent was 
this same Woodward that had the Baker Dock fire. 

Mr. Navecuron. Our information is that the incorporators of Mell- 
wood, which was established on May 16, 1955, apparently for the pur- 
pose of storage only, were James Mellinger, 45 shares, Ann Mellinger, 
45 shares, Mort S. Woodward, 89 shares, Charles D. Hunter, Jr., 1 
share. The Dun & Bradstreet report, I believe, identified Mellinger 
as president of C. C. Mellinger Corp., mortuary, Tacoma, Wash. 

Mr. Wuire. Yes. 

Mr. Navueurton. At the time that this application was submitted— 
incidentally, do you recognize any of those names other than Wood- 
ward as anyone who had any experience prior to 1955 in the grain 
storage business ? 

Mr. Wurre. No, sir. 

Mr. Naveuton. In other words, so far as you know the Mellingers 
had never been in the grain business ? 

Mr. Wurre. No, sir. 
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Mr. Naueuton. And Hunter? 

Mr. Wuire. Hunter is an attorney, I believe. 

Mr. Naucuton. Mr. Hunter is also president of Tacoma Vegetable 
Oils, is that correct, Charles D. Hunter? 

Mr. Wuirte. I believe he is an officer. 

Mr. Naventon. At the time that the application was submitted 
on or about June 6, 1955, Mr. Woodward held the lease on these fa- 
cilities at Baker Dock and he subleased it to Mellwood. At that time 
Mr. Woodward still had a lawsuit pending against him by the CCC 
for something around $250,000, did he not, for the loss in 1951? 

Mr. Harris. May I answer that? I am more familiar with that 
case because I reviewed it. That case against the Baker Dock, the 
fire was caused by an employee of Williams Dimond Stevedoring 
Co. When the government brought suit it was on the negligence of 
a Williams Dimond employee, but the railroad, Williams Dimond, 
and Woodward were joined as defendants in the suit. As far as our 
record showed, as I recall, Woodward was in no way to blame for 
the fire. It was caused by the negligence of an employee of Williams 
Dimond. 

Mr. Navueuton. If he was not to blame, why were you suing him? 

Mr. Harris. Because under legal procedures, and I am not an 
attorney, you join everybody you can in a lawsuit. Isn’t that about 
right ? 

Mr. Picxarp. Mr. Naughton, as I recall, there was possible liability 
on the part of several different persons depending upon how the facts 
were finally resolved. In a situation like that, it was felt best to 
join everyone who might have some liability and let the court decide 
where the liability was. That is normal legal procedure. 

Mr. Navcuton. On behalf of the lawyers present, I would like to 
suggest we are not quite as litigation-happy as Mr. Harris’ statement 
might indicate. 

Mr. Harris. That is about the way it seems to me. 

Mr. Navueuton. The peas, as I understand it, were not insured. 
They had a market value estimated at $244,779.34. The salvage pro- 
ceeds amounted to $63,643.09, leaving a net loss of $181,136.25. 

A claim for this amount was filed in Federal Court by CCC, to- 
gether with an additional claim by the Air Force for $82,778.04. 

As I understand it, as of May 31, 1955, there had been a couple of 
compromise offers to CCC which had been rejected and the case was 
set for trial on September 7, 1955. Is that in accord with your recol- 
lection, Mr. Harris? 

c a Harris. I would not even try to guess dates. That is too far 
ack, 

Mr. Navenron. In view of this pending action against Woodward 
for some $250,000, at least it was partly against him, under your normal 
procedures if he had come in as an individual and asked you to approve 
him for further storage with that claim pending against him, would 
you have done so? 

Mr. Harris. I do not know what the Storage Management Division 
would have done, but in my mind Woodward was not to blame for 
it and I would not have held it against him or barred him from doing 
business with CCC. 

Mr. Nayenton. Were the lawyers wrong in suing him? 
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Mr. Harris. As he said, the court makes the determination. 

Mr. Fountatrn. A lot of people sue. It is not easy to read the minds 
of the people instituting suit. 

Mr. Navueuton. Is it the policy of the Department if you have per- 
sonal confidence in the warehouseman concerned that it is all right 
to approve individuals for storage at a time when they are being 
sued by the Government ? 

Mr. Harris. In certain cases, yes, because maybe it has nothing to 
do with their operations. There is an honest difference of opinion as 
to whether they owe the Government or not and the courts will deter- 
mine. 

Mr. Fountain. Was there a suit by the Government ? 

Mr. Naventon. Yes. 

Mr. Harris. The Government filed the suit against them due to the 
negligence of a Williams Dimond employee. 

Mr. Naveuton. Who eventually paid the amount that was paid ? 

Mr. Harris. I do not know. 

Mr. Naventon. You do not know whether Mr. Woodward had to 
pay? 

Mr. Harrts. I could not tell you. 

Mr. Navuenton. This application was filed on or about June 6, 1955. 
The files of the Portland commodity office, we are informed, contain a 
memorandum dated July 1, 1955, which you were recorded as sending 
to Mr. Corey, which reads as follows: 

Subject : Baker Dock. Carlson talked with the U.S. attorney— 


Carlson is the Agriculture Department attorney in Portland ? 
Mr. Harris. Yes. 


Mr. NavuGuTon (reading) : 


Carlson talked with the U.S. attorney. Attorney would like us to hold off 
approval for 30 days unless we need it in an emergency. He thinks our case 
will be weakened if we use house now. 

There is a carbon copy to White, carbon copy to Shields, signed 
“S. H.” for Sidney Harris. 

Mr. Harris. Yes. 

Mr. NauGutTon (reading) : 


P.S.—White, Earl says hold off for a while. 


This was on July 1. When was the facility approved ? 

Mr. Harris. I don’t know. Can you answer that ? 

Mr. Wuire. I cannot tell you. 

Mr. Harris. Our information is that the Mellwood application 
facilities were approved by the Portland commodity office on July 7, 
1955. 

Mr. Fountatn. That is 6 days thereafter. 

Mr. NaueutTon. Yes. 

Mr. Founratn. Does that sound like it is correct ? 

Mr. Harris. I do not know. This is all new to me. I do not even 
remember the memorandum. 

Mr. Founratn. See if Mr. Naughton’s information is correct, Mr. 
White. 

Mr. Wurre. I would take his information as being correct. I am 
sorry. I did not bring that file, sir. I will have to take his statement. 
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Mr. Founratn. You can check, and if you find any variation in the 
dates, you can let the committee know. 

Mr. Pickarp. Mr. Chairman, since there are many questions that the 
witnesses have been unable to answer because of this happening a 
number of years ago, I wonder if it might be better if we furnished a 
statement for the record on the Baker Dock case and on the questions 
that are now being asked, because obviously we are unable to respond 
to many of these questions at this time. 

Mr. Fountarn. I think that would be all right. We will go into 
it and you can supplement it with anything you are unable to supply 
today. 


(The Portland office of the Commodity Stabilization Service sup- 
plied the following statement :) 


A detailed search of our files did not reveal any reason or evidence as to why 
Mellwood Corp. was approved 6 days after SMD received the note from Harris 
stating: “White: Earl says hold off for awhile.” Reciting from memory, Mr. 
J. Gordon Shields stated that he was called as a witness for the Government 
on the Baker Dock fire and was in Tacoma on June 23-24, 1955. Inasmuch as 
Carlson’s office suggested the delay in approval, it is possible the two items are 
connected. On June 24, Shields was dismissed as a witness and did not testify. 
This could account for the early approval. Carlson’s office has destroyed their 
file on the Baker Dock trial so could not help us. 


(The Office of General Counsel of the Department of Agriculture 
has submitted the following summary of the case :) 


Suit AGAINST BAKER Dock Co, AND OTHERS FOR DAMAGES RESULTING FROM FIRE 
on Makcu 19, 1951 


Suit was filed by the United States on June 24, 1952, in the U.S. District Court 
for the Western District of Washington against 5 defendants as follows: M. S. 
Woodward and Dorothy Woodward, his wife, d/b/a Baker Dock Co., Williams, 
Dimond & Co., a corporation, Gilbert Keske, an individual, and Northern Pacific 
Railway Co., a corporation. 

This action was based upon a claim of Commodity Credit Corporation in the 
amount of $181,136.25 for damage to 37,965 hundred weight of dried edible 
Alaska peas which were stored on the premises of the Baker Dock Co., at 
Tacoma, Wash., while awaiting shipment to Yugoslavia under a foreign aid 
program conducted by the State Department. The peas had been sold by Com- 
modity Credit Corporation to the State Department for delivery f.a.s. vessel, 
Tacoma, and title was still in Commodity Credit Corporation at the time of the 
fire which occurred on March 15, 1951. 

A separate action was filed by the Government on a Defense Department 
claim of $82,778.04 for loss and damage to military equipment as a result of the 
same fire. 

The Baker Dock Co. premises on which the fire occurred were leased as a 
warehouse by M. S. Woodward, an individual, from the Northern Pacific Railway 
Co. which owned the property. The fire originated in an equipment repair and 
locker room on the premises which was sublet to Williams, Dimond & Co., a steve- 
doring firm, for use in the repair and servicing of its equipment. The fire origi- 
nated when Gilbert Keske, an employee of Williams, Dimond Co., was repairing 
a lift truck in the repair and locker room with no other person present. While 
the evidence as to the precise cause of the fire was conflicting, there was evidence 
that highly combustible materials were kept in the repair and locker room 
and that Keske may have been negligent in the use of gasoline either in cleaning 
engine parts or in attempting to start the motor. 

Thus, it appeared that the strongest evidence of liability was against Williams, 
Dimond & Co., and its enployee Keske. M. S. Wocdward and Dorothy Wood- 
ward, d/b/a Baker Dock Co., and the Northern Pacific Railway Co. were joined 
as defendants on the theory that they were negligent in permitting combustible 
material to be kept in the repair and locker room and were aware of its presence. 

After extensive efforts by all parties in preparing the case for trial, including 
the conducting of pretrial proceedings for the purpose of narrowing and simplify- 
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ing the issues, the defendants in late 1954 made a settlement offer. After two 
lower offers were rejected, the Department of Justice in late September 1955 ac- 
cepted an offer of $90,000 submitted by all defendants (except the employee 
Keske), and an order of dismissal was entered by the court on October 3, 1955. 
The Department of Justice allocated $65,000 of the $90,000 received to the claim 
of Commodity Credit Corporation and the remaining $25,000 to the Defense 
Department claim. 

Mr. Fountain. It may be we have some records which will to some 
extent clarify the situation. 

Mr. Naveuton. We have some information, but it is not very reveal- 
ing as to who authorized approval of this application under the circum- 
stances. 

Mr. Harris, do you recall, did Mr. Corey authorize the approval of 
this application ? 

Mr. Harris. I wouldn’t know. As I said, I cannot even remember 
that memorandum in my mind. 

Mr. Naucutron. Mr. White, do you recall? 

Mr. Wuire. No, sir; I do not. 

Mr. Fountarn. When was this approval ? 

Mr. Naveuton. July 7. 

Mr. Fountain. What year? 

Mr. Naveuton. 1955. This was about the time that the negotiations 
were underway to ship corn out from the Minneapolis comune office. 

The GAO personnel who furnished this information had this com- 
ment to make: 


Since there was nothing in the Portland commodity office Mellwood files to 
show why the Mellwood application was approved by the Portland commodity 
office only 6 days after the U.S. attorney requested the commodity office to hold 
off approval for 30 days we asked Mr. White and Mr. Shields whether Corey or 
someone else authorized approval of the Mellwood application on July 7, 1955. 
White and Shield stated that they did not remember the Harris memorandum 
of July 1, 1955, and that they did not remember whether Corey or Harris had 
authorized approval of the application on July 7, 1955. 

Mr. Fountatn. That is consistent with this statement. 

Mr. Naventon. Yes. 

_In 1955, did the Portland commodity office receive another applica- 
tion for approval of a building near Baker Dock from the Tacoma 
Vegetable Oils Corp. ? 

_ Mr. Wuire. Yes. There is a letter here dated May 26, 1959. No. 
That isthe wrong company. Excuse me. 

Mr. Fountain. If you would like to check the files on that during 
the lunch hour, we could take a recess now. 

Mr. Wutre. All right, sir. That will be fine. 

Mr. Fountain. The subcommittee stands in recess until 2:15. 

(Whereupon, at 12:45 p.m., the subcommittee was recessed to recon- 
vene at 2:15 p.m., the same day.) 


AFTERNOON SESSION 


Mr. Fountain. The subcommittee will come to order, and the 
record will show that a quorum is present, the same persons who were 
present this morning being present this afternoon. 

Mr. Naughton, I believe you were examining the witnesses. 

Mr. Naucurton. I believe the question was who were the owners and 
Officials of Tacoma Vegetable Oils, Inc. 


i fAARAIT 


HAAN 


~~ 


UIELHO) UT 





© ¢4687 mM EOtt & 


a 
: 
: 
; 
a 


see 


simesererPwer:e © 


1626 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Mr. Wuire. No; I think you asked what date they applied. 

Mr. Navueuron. That is right. 

Mr. Wurrr. I have a letter dated August 26, 1955, from Tacoma 
Vegetable Oils, Inc., which indicates they were sending in the required 
documents. 

Mr. Naveuton. What information did you have about the financial 
condition of Tacoma Vegetable Oils at the time they applied ? 

Mr. Wurre. We had their financial statement and Dun & Brad- 
street reports. 

Mr. Naveuton. What did that information show ? 

Mr. Wurre. It gave a list of their assets and liabilities. As far 
as Dun & Bradstreet were concerned, I believe their report showed 
they refused them financial information. 

Mr. Naveuton. What did the statement which they furnished 
show ? 

Mr. Wurre. The statement they furnished indicated a net worth 
of in excess of $75,000. 

Mr. Naventon. How was that net worth arrived at? 

Mr. Wuirrer. By listing their assets and liabilities and subtracting 
one from the other they arrived at their net worth. 

Mr. Naveuton. But what did it consist of? How much cash did 
they have? 

Mr. Wuire. As far as the capital account is concerned they show 
$475,000 common stock outstanding with a deficit in their capital 
account of $398,570.45. 

Mr. Naucutron. How much cash? 

Mr. Wurre. $2,986.70 on deposit. 

Mr. Navueuron. They had an operating deficit. of $390,000? 

Mr. Wuirr. No, they had a deficit in their capital account of 
$398,000. 

Mr. Naveuton. That is a little bit unusual statement, I should 
think. Could you explain the history of Tacoma Vegetable Oils and 
how their financial statement came to show that interesting picture? 

Mr. Wuire. I cannot give you a detailed statement on that com- 
pany, but the Dun & Bradstreet report shows they were formerly in 
the copra business and due to economic conditions, I presume, there 
business failed to the extent this large amount was an operating deficit. 

Mr. Naveurton. Is it true that the concern had been inactive prior 
to the time they applied for the grain storage contract ? 

Mr. Wurre. That is right. 

Mr. Naveuton. Who were the officers and directors of the Tacoma 
Vegetable Oils at the time the contract was applied for ? 

Mr. Wuire. They listed Charles D. Hunter, Jr., M. S. Wood- 
ward. 

Mr. Naveuton. Mr. Hunter was the president ? 

Mr. Wuire. Mr. Hunter was the president, from Tacoma, Wash.; 
the vice president was M. S. Woodward, from Tacoma, Wash.; the 
secretary was Harry Henke, Jr., of Seattle; and Melvin M. Stewart of 
Seattle, Wash., was the treasurer. 

Mr. Navewron. Who were the directors? 

Mr. Wuire. The directors were Mr. Hunter, Mr. Woodward, Mr. 
Steward, Mr. E. N. Eisenhower, of Tacoma; James V. Ramsdell, of 
Tacoma; and George Hartung, Jr., of Tacoma. 
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Mr. Naventon. I think we have discussed Mr. Woodward before as 
having pending a $250,000 lawsuit involving a fire he had. 

Mr. Wurre. Yes. 

Mr. Naveuton. Had any of the other individuals listed had any 
prior storage experience to your knowledge? 

Mr. Wuire. Not to my knowledge. 

Mr. Naveuton. Do you have any information as to what their 
occupations were ? 

Mr. Wurrr. Yes. Mr. Hunter and Mr. Eisenhower are attorneys. 
Mr. Henke is an attorney. Mr. Woodward, of course, was a ware- 
houseman. Mr. Stewart and Mr. Hartung, I cannot tell you what 
their previous occupations were. I think Mr. Stewart was in the 
steamship business. 

Mr. Naveuton. I have him listed as terminal manager of a steam- 
ship company in Seattle and Mr. Hunter and Mr. Ramsdell and Mr. 
Hartung and Mr. Eisenhower are listed as attorneys at the same ad- 
dress in the Puget Sound Building, Tacoma, Wash. 

Mr. Wuire. That is right. 

Mr. Naveuton. Have there been any recent changes in the officers 
and personnel of Tacoma Vegetable Oils? 

Mr. Wuire. Any recent one? 

Mr. Naveuton. We have a Dun & Bradstreet report as of February 
21,1955. 

_Mr. Warr. I think that was during the inactivity of the corpora- 
tion. 

Mr. Naveuton. This is February 21, 1955, at which time, accord- 
ing to the report, the company was inactive. It indicates their busi- 
ness was processing copra from the Philippines and that it was dis- 
continued in 1954. It says the local affairs of the company are 
handled through the firm of Mr. Eisenhower, local attorney. 

Can you give us any information as to how this company hap- 
pened to get out of the copra business into the Government grain 
storage business ? 

Mr. Wurire. I do not know how they got out of the copra business 
unless it was unprofitable. 

Mr. Fountain. I do not think he could say how or why they got 
out of the business. 

Mr. Naueurton. I presume they made an investigation before they 
gave them a storage contract. 

Mr. Wurre. I did not go into it deeply. I presume they went in 
the storage business because they had an empty building in Tacoma 
and they applied for a storage contract because we advertised for 
storage. 

Mr. Navueuton. As I understand it, according to the material we 
took up yesterday, at this same time Mr. Corey was in Minneapolis 
saying the Portland office had 40 to 50 million bushels of empty space. 
So was there a shortage of storage space? 

Mr. Harris. I could answer that. I think that in the spring we 
anticipated a shortage of storage space. We were loading some 
ships in 1955. Then the crops deteriorated and the exports increased. 
I do not know when Mr. Corey was in Minneapolis. 

Mr. Navueuron. July 12. 
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Mr. Harris. This was in the spring and in the spring it looked 
like we would have a serious shortage of space. That is why we 
were bringing more mothball ships into being. 

Mr. Navcuton. Was the application for storage approved ? 

Mr. Wuire. Yes. I cannot tell you the date. I believe it was not 
— until the spring of 1956, but I do not have the exact 

ate. 

Mr. Naveuton. Were there additional financial statements re- 
quested from Tacoma Vegetable Oils in connection with that ap- 
proval? In other words, was there some question about the ap- 
proval ? 

Mr. Wuire. Yes; we questioned several of their items and had ad- 
ditional correspondence with them. 

Mr. Navcuton. What did you question ? 

Mr. Wuire. It would entail going through considerable corres- 
pondence. Would you like me to read all the letters on it? 

Mr. Navueuron. Yes; I think that would be all right. They are 
fairly short, I believe. 

Mr. Fountary. Did you get a response to each of these letters? 

Mr. Wuirte. Yes, sir. 

We have one dated March 21, 1956, which we addressed to Charles 
Hunter, president of Tacoma Vegetable Oils. 

Mr. Founrtarn. Is that the first letter ? 

Mr. Wuire. No; we had letters before asking them to send in their 
financial statement. 

Mr. Fountain. I mean, did you have letters before that requesting 
information ? 

Mr. Wuire. Yes. 

Mr. Fountarn. How many? 

Mr. Wurre. I will read the whole group if you wish. 

Mr. Fountain. If you could just tell us how many letters you had 
in which you requested financial information and the responses thereto 
and we will put the letters in the record. 

Mr. Pickarp. Mr. Chairman, there are a number of letters here 
relating to bonding requirements and financial statements. Would 
you like that information ? 

Mr. Founrtarn. I can see the difficulty you have where you have the 
entire correspondence in picking out the particular letters desired. 

Mr. Naveuton. On June 17, 1955, there was a letter directed to 
Tacoma Vegetable Oils, reading as follows: 


JUNE 17, 1955. 
TACOMA VEGETABLE OILS Co., 
Tacoma, Wash. 


GENTLEMEN: We are in receipt of several documents pertaining to your quali- 
fication under the uniform grain storage agreement as an approved facility. 
There is additional information which we shall appreciate you supplying to us 
at an early date. 

(1) Enclosed you will find two copies of statement showing assets and liabili- 
ties, CCC form 68. Will you kindly carefully complete this form and return one 
copy to this office, retaining the second for your files. 

(2) Will you supply us with a copy of the lease which runs from Northern 
Pacific Railway Co. to Tacoma Vegetable Oils, Inc. 

(3) CCC form 24 does not designate the street address or designation so that 
the examiners may readily locate the facility. Will you supply us with this 
information. 
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(4) Will you inform us of the fire insurance rate per hundred dollar valuation 
for commodities stored in the applicable facility. 

(5) Will you supply an excerpt of action by the board of directors authorizing 
certain persons or person to sign the contractual documents for the company 
which may be required from time to time by this officer. Also, we should like 
the authorized signatures which may be used on your warehouse receipt. 

(6) We are enclosing three copies of PD-3, rider 5. Will you kindly give 
these to your surety for completion making sure that you and surety affix au- 
thorized signatures under seal. Will you kindly forward the original to the 
secretary of agriculture, State of Washington, one copy to this office and the 
third may be retained for your files. We note in this connection that you may 
have a bond now in force in the amount of $50,000 in favor of the State of 
Washington. As soon as you receive the license number and house number, will 
you kindly forward them to this office. 

As soon as we receive the above information together with the examiner’s re- 
port, we will ascertain the total amount of bond required and advise you accord- 
ingly. 

If there is additional information which we can furnish you to facilitate the 
completion of the forms please feel free to call upon this office. 

Very truly yours, 
Ear C. Corey, Director. 
By Henry W. Courtney. 

Mr. Founratn. Is that the first letter? 

Mr. Navcuton. That is the first we have. 

On November 28, 1955, there is a letter to Tacoma Vegetable Oils, 
Inc., reading as follows: 

NOVEMBER 28, 1955. 
TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 


GENTLEMEN: As of June 16, 1955, you provided this office with an unaudited 
balance sheet and report. The auditor’s report was dated April 30, 1955. 

Periodically, we are required to obtain a current financial statement from 
warehousemen party to a grain agreement with this Administration. Inasmuch 
as it is possible that a balance sheet has been issued since April 30, 1955, we 
would appreciate your completing the attached form 68 and after authorized 
signature under seal, return the original to this office for our records. 

We will appreciate your early advice and attention to this matter. 

Very truly yours, 


Eart C. Corey, Director. 
By HENRY W. CouRTNEY. 

Mr. Naventon. Incidentally, Mr. White, the tone of this letter in- 
dicates that there was already a contract. "Had TVO been approved 
for storage at that time? 

Mr. Wurre. I do not have the contract file with me, Mr. Naughton, 
and I cannot tell you, but it could be that in negotiating for this 
contract that financial statement became too old for our current needs, 
In other words, we would like to have their current one before signing 
the contract. 

Mr. Foumram. Is there some correspondence replying to these 
etters ¢ 

Mr. Navcuton. Not for some time. Of course I think Mr. White 
should be familiar with this because I discussed it with him in Port- 
land and we have been discussing it for some period of time. The 
information we have is that Uniform Grain Storage Agreement 91-4— 
CCC-335 was issued some time prior to the second agreement dated 
in June 1956. 

Mr. Wurre. That is possible. 

Mr. Naventon. Do you know whether that is right or not? 

Mr. Wurre. No. 

Mr. Naueuton. Who handles this? 
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Mr. Wuirr. Mr. Courtney handles it. He is the gentleman that 
signed that letter. 

Mr. Navueuton. You can check and tell us if this agreement was 
actually approved at that time. You did not have the form 68, the 
financial statement, at that time, did you? 

Mr. Wurre. That is what it indicates but I would like to check and 
find out. 

Mr. Naventon. Have you been over these files recently ? 

Mr. Wuire. I have been over them but I have been over a lot of 
them. 

(A statement supplied by the Portland Office of Commodity Stabili- 
zation Service is as follows :) 

Our records indicate that the Tacoma Vegetable Oils, Inc., application was 
approved on October 5, 1955. This was, of course, prior to the date of the 
letter of November 28, 1955, to Tacoma Vegetable Oils, Inc. which appears above 
in the record. We definitely had a financial statement (form 68) from Tacoma 
Vegetable Oils, Inc., prior to the approval of the warehouse on October 5, 1955. 
The financial statement was as of April 30, 1955, and was analyzed by our fiscal 
division on June 23, 1955. 

Mr. Naveuton. Going on with these letters, there is one dated 
December 14, 1955, addressed to Tacoma Vegetable Oils, Inc., reading 
as follows: 


DECEMBER 14, 1955. 
TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 


GENTLEMEN: Under date of November 28, 1955, we forwarded you Form 68, 
Statement Showing Assets and Liabilities, requesting you to complete the 
form and return it to this office. 

In reviewing our files we do not. find that this form has been received. Your 
prompt attention to this matter will be appreciated as it is important for us 
to have a current financial statement in our files. 


Very truly yours, 
Kart C. Corey, Director. 
By Hans C. HEss. 

Mr. Naveuton. How long does it normally take you to pass on 
applications? 

Mr. Wurre. It depends on the case, but probably a month. 

Mr. Navcuton. Fou have no requirements, in case you turn down 
an application, that a current financial statement be maintained in 
your files? You would not even be writing them, would you? 

Mr. Wuire. Maybe I do not follow you. 

Mr. Naveuton. Tacoma Vegetable Oils applied for a uniform 
grain storage agreement in June 1955. We do not find any corre- 
spondence to indicate whether it was approved or not. As of No- 
vember you are writing them and telling them you need a financial 
statement for your files. Wouldn’t that indicate the contract was ap- 
proved? Otherwise, why would you ask for a financial statement? 

Mr. Wuitr. I am positive we have never approved a warehouse 
without a financial statement. 

Mr. Naveuton. Do you know whether or not the Tacoma Vegeta- 
ble Oils contract was approved before they furnished a financial 
statement ? 

Mr. Wurre. I am sure they had a satisfactory financial statement 
or a deficiency bond posted to meet our requirements before they were 
approved. 
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Mr. Naucuton. There is a letter dated January 4, 1956, to Tacoma 
Vegetable Oils, Inc., reading as follows: 


JANUARY 4, 1956. 
TAcOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 

GENTLEMEN: Under date of November 28, 1955, we forwarded you Form 68, 
Statement Showing Assets and Liabilities, requesting you to complete the form 
and return it to this office. On December 14, we again wrote you with regard to 
this matter. However, up to the present writing we have not received the re- 
quired completed form. 

Since a current financial certified statement is required to determine that 
the requirements are being met, your prompt attention to this matter will be 
appreciated. 

Very truly yours, 
SARL C. Corey, Director. 
By Hans C. Hess. 


Mr. Navueuton. And again on February 1, 1956, another letter to 
Tacoma Vegetable Oils: 
Feprvary 1, 1956. 
TACOMA VEGETABLE OIL, INc., 
Tacoma, Wash. 


GENTLEMEN : Included in our regulations is the requirement that the financial 
condition and the amount of bond furnished by approved warehousemen shall 
be reviewed at least annually to determine that the requirements of CCC are 
being met and that the interests of CCC are protected adequately. 

On November 28, 1955, and January 4, 1956, we requested that you furnish 
this office with a current financial statement. We provided you with form 68 
to be used for that purpose. Inasmuch as we have no record of receiving the 
form 68, the matter is again referred to you with the request that you give it your 
immediate attention. 

Thanking you for your cooperation, we are, 

Very truly yours, 
Bart C. Corey, Director. 
By HENRY C. CourRTNEY. 

Mr. Navucuton. Can you enlighten us on what the meaning of this 
correspondence is? 

Mr. Wuire. It appears that was our effort to get a current financial 
statement. 

Mr. Naveuton. This would indicate you had approved them ? 

Mr. Wurre. Yes, it would. 

Mr. Fountain. Otherwise I am sure you would not keep on writing 
them ? 

Mr. Wuire. That is right. We would write one or two letters to a 
person who has not signed a contract and if he does not reply we will 
drop the application. 

Mr. Patmpy. Every year we have to get up-to-date financial state- 
ments. We have had to go so far in the case of some warehousemen 
as to threaten to terminate the contract before we could get a financial 
statement. So, it looks like we had a contract with them and were 
trying to get an up-to-date financial statement. 

Mr. Founratn. Do you have the initial financia] statement that 
you had at the time you approved the contract ? 

Mr. Wuirte. Yes, dated June 16, 1955. 

Mr. Fountatn. What does that reveal ? 

Mr. Wuire. That was the one we discussed earlier. 

Mr. Naueuton. Presumably the information furnished must have 
been satisfactory as far as the operating personnel were concerned 
because the approval was granted ? 
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Mr. Wuire. Yes, sir. 

Mr. Naveuton. You indicated that there was a deficit. Who han- 
dled the approval of that; do you have any knowledge of that? 

Mr. Wuire. It was done in my shop, the Storage Management 
Division. 

Mr. Naueuton. Were you informed that approval had been made? 

Mr. Wurre. I am sure I was. 

Mr. Naveuton. Did you talk to any of the officers of Tacoma Vege- 
table Oils concerning this ? 

Mr. Wuire. Yes. The file indicates Mr. Stewart and Mr. Woodward 
came to our office to discuss it with us. 

Mr. Navueuron. Did you ever discuss it with any other officers of 
Tacoma Vegetable Oils? 

Mr. Wuite. Not to my knowledge. 

Mr. Naventon. You cannot state positively you never did? 

Mr. Wuire. No. 

Mr. Fountatn. Did you talk with them prior to the filing of this 
initial financial statement? 

Mr. Wurre. That I do not know. 

Mr. Founratn. Was the approval of the contract based on the initial 
financial statement ? 

Mr. Wurire. The approval was based on the financial statement and 
net worth. If the net worth is not sufficient we will approve it if he 
files a deficiency bond to make up for the lack of assets. 

Mr. Fountarn. Was a deficiency bond required ? 
$ Mr. Wuire. Yes; I have a note that we had a deficiency bond of 

76,000. 

= Fountain. Which indicated the net assets were not satisfac- 
tory ¢ 
See. Wuhrer. Either they were not satisfactory or we thought they 
could be improved. 

Mr. Naveuton. To go into that a little further, an operating deficit 
of $390,000 for a company just going into the storage of grain certainly 
is a little bit unusual. 

Going back to the April 30, 1955, balance sheet, I note that the 
$76,000 net worth is arrived at primarily because the fixed assets are 
valued at $252,685.87 # 

Mr. Wuite. Yes, sir. 

Mr. Naucuton. What did those assets consist of ? 

Mr. Wuirs. Plant equipment, office equipment, laboratory equip- 
ment, and terminal equipment. 

Mr. Naveuton. What kind of plant equipment was that? 

Mr. Wuire. I cannot tell you. 

Mr. Naveuton. Was it copra processing machinery ? 

Mr. Wurre. I do not know. I presume it was. 

Mr. Founratn. Was an inspection made of the facilities in connec- 
tion with the determination of the value or did you rely entirely on 
the value they gave you? 

Mr. Wuire. We did not appraise any equipment. We never do. 

Mr. Founratn. You never do? 

Mr. Wuirer. No, sir. 
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Mr. Naveurton. I note this is a statement prepared by certified pub- 
lic accountants Busch & Webb. Do your instructions require that 
when a warehouseman employs the services of a public account the 
financial statement must be certified by the public accountant ? 

Mr. Wurte. I believe they do, yes. 

Mr. Naveuton. Do Busch & Webb certify to this balance sheet? 

Mr. Wuire. No, they do not. 

Mr. Naveuton. As a matter of fact they distinctly disclaim re- 
sponsibility for it, do they not? 

Mr. Wurre. That is right. 

Mr. Naveuton. I will read what the statement says: 

The above balance sheet was prepared, without audit, by Busch & Webb, from 
the books and other records of Tacoma Vegetable Oils, Inc. However, based 
upon our previous years’ audits of the company and based upon our present 
limited scrutiny, the assets and liabilities appear to be properly stated. 

This was not a certification on their part, was it ? 

Mr. Wurre. No, sir. 

Mr. Naueuton. How many other warehouses have you approved 
where there was not a certified statement by accountants where they 
were employed ? 

Mr. Wuirre. I cannot say. 

Mr. Naveuton. Do you know of any others? 

Mr. Wurrte. If a warehouseman submits his own financial state- 
ment he certifies it and that is it. We do not ask him to give us a 
CPA certificate. 

Mr. Naueuton. As I understand it, Mr. Smith, one of Mr. Corey’s 
partners in Three States Warehouse, was convicted on account of 
filing false financial statements ? 

Mr. Wurre. Yes. 

Mr. Picxarp. That is incorrect. He was convicted for representing 
he was the sole proprietor of the business when in fact he was not. 

Mr. Naveuton. I beg your pardon. I should clarify that. He was 
convicted on account of making a false statement in connection with 
the filing of the application and statements with the CCC. 

Mr. Cartson. Did Tacoma Vegetable Oils furnish its own financial 
statement and then the statement from the auditor? 

Mr. Wuire. No, sir; this was their statement from the auditor. 

Mr. Picxarp. Mr. Chairman, looking at this note which Mr. Naugh- 
ton just read, as I understand it, it merely says the auditing firm has 
not audited the books of the company. It states: 

However, based upon our previous years’ audits of the company and based 
upon our present limited scrutiny, the assets and liabilities appear to be 
properly stated. 

The certified public accounting firm merely wants it known that 
they are certifying to this statement without an audit of the books of 
the company and that they have no way of saying that it is a complete 
and correct statement based on a complete audit of the company’s 
books. 

Mr. Fountain. That is your interpretation, Mr. Pickard, but I 
think they want it distinctly understood they ‘have no knowledge of 
the present financial situation but are merely stating what they would 
expect it would be on the basis of previous history. 

Mr. Picxarp. That is correct. 
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Mr. Naveuton. I think the record is very clear that this was not a 
certified financial statement. 

Mr. Fountatn. But this is the only statement you have from the 
company ¢. 

Mr. Wuire. Yes, sir. 

Mr. Naveuton. Mr. White, I think you testified that you know of 
no other warehouse that has been approved on the basis of an un- 
certified financial statement ? 

Mr. Wuire. I did not say that. 

Mr. Naveuton. What did you say ? 

Mr. Wurre. I said I know we have others but I cannot say how 
many. 

Mr. Naveuron. Kindly name the ones you recall. 

Mr. Wurre. I did not say I could recall any. I assume we have 
some but I cannot tell you how many. 

Mr. Naveuton. You are assuming you are violating your own rules, 
are you not? 

Mr, Wurre. No. 

Mr. Navecuron. Your instructions require that when the warehouse- 
man employs the services of a public accountant the financial state- 
ment must be certified by the public accountant. 

Mr. Wuire. When he employs the services of a certified public ac- 
countant for the purpose of giving us a financial statement he will 
certify it. 

Mr. Naveuton. Do you have any other cases where a warehouse- 
man employed a certified public accountant for the purpose of giv- 
ing you a financi:! statement and the certified public accountant did 
not certify it and you approved the contract based on that financial 
statement ? 

Mr. Wurrte. No. 

Mr. Patmpy. Mr. Chairman, the interpretation of that particular 
language has come up before. He may employ a certified public 
accountant to make up his income tax form. He does not employ 
a certified public accountant to make up this form. Under that regu- 
lation, does it require that we reject it and require that he must have 
a certified public accountant to do this? Our interpretation is “No.” 
When he hires a certified public accountant to make up this state- 
ment, then the certified public accountant must sign it. In this par- 
ticular case he has signed it. He has put a qualification on it. 

Mr. Founrarn. But this was information which was already avail- 
able to the company and the company could have sent it in direct? 

Mr. Patsy. Yes. 

Mr. Naveuton. Why didn’t they do that? 

Mr. Paumpy. I do not know, but if they had we would have ac- 
cepted it without question. That interpretation of that particular 
wording has been discussed in our office. 

Mr. Navenuton. In connection with this case? 

Mr. Patmpy. No. 

Mr. Naveuton. Do you know of any other case? 

Mr. Patmpsy. I think it came up in the Three States matter. 


Mr. Naventon. Was the Three States Warehouses approved the 
same way ? 
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Mr. Patsy. I do not think it was the same way. I think it was 
his personal financial statement and I do not think it was certified to 
by acertified public accountant. 

Mr. Naventon. Was this discussion about the Three States ap- 

roval ? 
. Mr. Patmsy. The discussion came up. The FBI raised the ques- 
tion why we did not have a certified public accountant’s certification. 
That is when I remember its coming up. 

Mr. Founratn. Do you have that regulation right there? 

Mr, Wurte. Yes. 

Mr. Founrarn. Read it into the record so that we can know exactly 
what it says. 

(The information is as follows :) 


GRAIN WAREHOUSE APPROVAL HANDBOOK (17-GR) 


PART 5. FINANCIAL REQUIREMENTS 


13. Statement showing assets and liabilities : 

A. Use of form 68. Form 68, statement showing assets and liabilities, or an 
acceptable substitute form, shall be used to obtain the status of the warehouse- 
man’s financial responsibility. When the warehouseman employs the service 
of a public accountant, the financial statement shall be certified by the public 
accountant, * * * 

Mr. Naucuton. The April 30, 1955, statement was not certified by 
the public accountant ? 

Mr. Wuire. It was signed by the warehouseman as well as the 
accountant. 

Mr. Naueuron. It was not certified by the accountant. 


Mr. Founrarn. Did the — sign it? 


Mr. Wuire. Yes. It is signed 
Charles D. Hunter, Jr., president. 

Mr. Cartson. So the company certified and submitted a state- 
ment and in addition to that the qualified endorsement of the 
accountants ? 

Mr. Wurte. Yes. 

Mr. Naventron. Do you have the letter signed by Mr. Hunter in 
which he certified to this statement on June 17, 1955? 

Mr. Wurre. This statement is dated June 16. 

Mr. Naventon. Yes, June 16. 

Mr. Wurre. He says under penalty of perjury he declares he has 
executed the above statement and that it is correct as of the date shown. 

Mr. Naveuton. Do you know whether Mr. Hunter had actual 
knowledge of what was on the books or whether he relied on the firm 
of public accountants? 

Mr. Wurre. No, I do not. 

Mr. Founratn. He would not be able to answer that. 

Mr. Naveunton. The regulations provide that if there is anything 
in the financial statement or the related Dun & Bradstreet statements 
to suggest that further information is justified, that then you should 
require that the public accountant also certify the statement. Didn’t 
Dun & Bradstreet say the company was inactive ? 

Mr. Wuire. Yes, sir. 

Mr. Naucuton. Here you had an inactive corporation with a $390,- 
000 deficit and $244,000 in equipment—and you do not know if it 
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was copra processing equipment or not—and less than $3,000 in cash. 


Don’t you think you should have made a further investigation on 
that one? 


Mr. Wuire. May I read you a letter dated April 4, 1956, from the 
Puget Sound National Bank of Tacoma, Wash. It says: 


Mr. Melvin M. Stewart, treasurer of Tacoma Vegetable Oils, Inc., a Washington 
corporation, has requested that we direct this letter to you in behalf of that 
corporation. 

It has been explained to us that Tacoma Vegetable Oils, Inc., is about to 
receive grain for storage in certain of its facilities in Tacoma for the account 
of the Commodity Credit Corporation. 

It is also stated that Tacoma Vegetable Oils, Inc., at the present time has 
a nominal cash balance in its accounts and it is explained that it is the intent 
of the shareholders of the corporation to advance such funds as may be required 
from time to time by Tacoma Vegetable Oils, Inc., for the conduct of its business. 

From our knowledge of the shareholders and officers of this corporation, we 
are confident that they will make all such advances as may be required to 
properly carry on the affairs of the corporation. 

This is of course not intended as a letter of credit by this bank or any com- 
mitment of any kind of this bank to Tacoma Vegetable Oils, Inc., or to any of 
its shareholders. Any loans or advances made by this bank would be ac- 
complished in accordance with its customary loaning procedures. 

This letter is, however, intended as an assurance to your corporation that 
from our knowledge of the officers and shareholders of Tacoma Vegetable Oils, 
Inc., it is our opinion that they will experience no difficulty in making the funds 
available which may be required to carry on the business of the corporation, 


which are indicated as being in the possible amount of $20,000 for the balance 
of the current calendar year. 


Very truly yours, 
C. H. Burrows, 
Assistant Vice President. 

Mr. Fountatn. He was speaking with reference to the individuals 
in the company ? 

Mr. Wuire. Yes. I read that to show we did go further than re- 
quired to under our procedure. 

Mr. Naveutron. And when you found who was connected with this 
company, did you feel that was sufficient assurance ? 

Mr. Wuirer. I do not understand your question. 

Mr. Navucuton. Wasn’t the import of that letter that you should 
look to see who was connected with this company ? 

Mr. Wurre. Yes, we knew who was connected with it. 

Mr. Naveuton. And that had some influence on why you granted 
a contract to this firm in view of their shaky financial statement ? 

Mr. Wuire. I do not say their financial statement was shaky. If a 
person making an application to us for a contract to store grain is a 
normal law-abiding citizen and his integrity is good and his reputation 


is good we will give him equal consideration with any other citizen 
that would come in. 


Mr. Naventon. Do you think any other citizen could have come in 
and gotten this contract approved ? 
Mr. Wurre. Certainly. 


Mr. Naveuton. Can you show me any other application like this: 


one you ever approved for an ordinary citizen? 

r. Wuitr. We have required everything of this company that we 
would require of anyone else, including deficiency bonds and other 
items. 

Mr. Fountain. Did you ever get that current financial statement: 
that you were seeking in that series of letters ? 
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Mr. Wuite. Yes, I believe it did come in. 

Mr. Harris. May I say we have had a number of financial state- 
ments that were not up to what we require and we have had deficiency 
bonds. In this case we had a deficiency bond so that the deficiency 
bond gave us the protection required even though the financial state- 
ment may not have been up to snuff. 

Mr. Wurre. The next financial statement is dated February 14, 1956. 

Mr. Nauveuton. Did you accept that one or was it still not satis- 
factory and did that result in the letter you have just read to us? 

Mr. Wurre. That probably resulted in the letter, I do not know. 

Mr. Founratn. Did this deficiency bond come after that financial 
statement ? 

Mr. Harris. The notice about the deficiency bond was prior to that. 

Mr. Founrain. I think in fairness to the company we should get 
what that current financial statement shows that was sent in response 
to this series of letters. I do not think anybody blames a company or 
individuals for trying to get all the business they can. The basic ques- 
tion Mr. Naughton has pressed is as to the propriety of approving this 
particular application. 

Mr. Wuirr. On the February 14, 1956, statement they showed a net 
worth of $59,436.88. 

Mr. Naueuton. What was their deficit at that time? 

Mr. Wurre. $415,563.12, the deficit to capital. 

Mr. Naveuton. Are you not reading the substituted balance sheet ? 
The one I have shows a deficit of $447,078. 

Mr. Wurre. I beg your pardon. That was as of October 31, 1955. 
The statement of April 26, 1956, showed a net worth of $34,766.81. 
Capital stock of $475,000; contributed $40,751.94, and a deficit of 


$480,985.13, which gives him a stated net worth of $34,766.81. 
Wh 


Mr. Navucuron. at about the February 14 balance sheet? 

Mr. Wurre. That February 14 balance sheet is the one they sent 
in. Their form 68 is dated February 14 but they attached a statement 
dated October 31, 1955. 

Mr. Navcuton. Was that prepared by a public accountant ? 

Mr. Wuirte. Yes, by Purvis & Parker. 

Mr. Naventon. Was it certified by Purvis & Parker? 

Mr. Wuite. They have a note: 


The above statement was prepared from books and records of the company 
together with information furnished by corporation officers, No verification or 
confirmation of the accounts was made by us. No depreciation has been con~ 
sidered on the plant facilities and equipment from April 30, 1955, to the balance 
sheet date. During this period the plant was being converted for grain storage 
purposes and modernized. 

Mr. Fountatn. No depreciation was taken into account ? 

Mr. Picxarp. Just for the period April 30, 1955, to October 31, 1955. 

Mr. Wurre. They show cash in bank of $5,933.52. 

Mr. Naveuton. Mr. Chairman, maybe we can put all these balance 
sheets and statements and letters in the record so that the whole thing 
will be there. 

Mr. Fountain. If there is no objection that will be done and if Mr. 
White and Mr. Harris of the Department have any additional docu- 
ments in connection with our inquiry that we do not have, if there 
is no objection they too will go into the record. 
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. Mr. Patmpy. Mr. Chairman, may I make a comment, because we are 
having some difficulty getting the chronological order of this. We 


will be happy to catalog the chronological happenings here and will be 
happy to work with counsel on it. 

Mr. Naventon. Fine. If you will do that, I will add whatever I 
have that you do not have and it will save some work. 

Mr. Patmsy. I said in chronological order. 

(The Department of Agriculture has supplied in chronological 
order the following tabulation of events which»transpired from the 
time the first application for approval of the warehouse was received 
from the Tacoma Vegetable Oils, Inc., on June 15, 1955, until the first 
car of grain was received by the warehouse on May 21, 1956. Perti- 
nent documents also in chronological order follow the tabulation be- 
low. The Portland office of the Commodity Stabilization Service has 
submitted the following comment :) 


We believe it pertinent to point out that Tacoma Vegetable Oils, Inc., com- 
pleted all requirements including financial and was properly approved on Octo- 
ber 5, 1955, that we continually questioned their financial condition until it was 
more satisfactory and the first car of grain was not received at the facility until 
May 21, 1956. This was after additional bond and a stronger financial state- 
ment had been submitted in compliance with the recommendation in inventory 
management audit report W(25)P-6 covering period October 1, 1955, through 
December 31, 1955. 

June 15, 1955: Record indicates application and UGSA received in office. 

June 17, 1955: Additional documents requested by CCO for approval of UGSA. 

June 23, 1955: Dun & Bradstreet report received. 

June 23, 1955: Analysis of financial statement by accounting section. 

June 30, 1955: Memo—R. F. Lowe to C. BE. Johnson—warehouse not ready 
for examination. 

July 14, 1955: Memo—cC. E. Johnson to L. V. Baker—warehouse not ready 
for examination. 

July 25, 1955: Letter from TVO—warehouse ready for grain August 1, 1955. 

August 1, 1955: Original examination and memorandum. 

August 16, 1955: Letter from TVO—warehouse ready for grain. 

August 19, 1955: Letter from CCC to TVO, requesting bond. 

September 1, 1955: Letter to TVO, requesting State license number. 

September 22, 1955: Received State license number. 

September 28, 1955: Letter enclosing bond. 

October 5, 1955: Approval letter to Tacoma Vegetable Oils, Inc. 

October 24, 1955: New Dun & Bradstreet report received—per CCC request. 

November 22, 1955: New Dun & Bradstreet report received. 

November 28, 1955: COC requested new financial report. 

February 17, 1956: Analysis of financial statement as of October 31, 1954. 

March 31, 1956: Financial report received from Purvis & Parker, CPA, 

April 4, 1956: Letter from Puget Sound National Bank. 

April 6, 1956: Letter from TVO—enclosing subordination agreement. 

April 13, 1956: Memo from C. C. Carlson to Earl C. Corey—regarding subordi- 
nation agreement. 

April 14, 1956: Received revised balance sheet. 

April 27, 1956: Received increase in bond per CCC request. 

May 1, 1956: Analysis of financial statement from accounting section. 

May 21, 1956: First car of grain received in warehouse. 


JUNE 17, 1955. 
TACOMA VEGETABLE OIL Co., 
Tacoma, Wash. 


GENTLEMEN: We are in receipt of seyeral documents pertaining to your quali- 
fication under the Uniform Grain Storage Agreement as an approved facility. 
There is additional information which we shall appreciate you supplying to us 
at an early date. 
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(1) Enclosed you will find two copies of statement showing assets and lia- 
bilities, CCC Form 68. Will you kindly carefully complete this form and return 
one copy to this office, retaining the second for your files? 

(2) Will you supply us with a copy of the lease which runs from Northern 
Pacitic Railway Co. to Tacoma Vegetable Oils, Inc. ? 

(3) CCC Form 24 does not designate the street address or designation so 
that the examiners may readily locate the facility. Will you supply us with 
this information? 

(4) Will you inform us of the fire insurance rate per hundred dollar valua- 
tion for commodities stored in the applicable facility. 

(5) Will you supply an excerpt of action by the board of directors authoriz- 
ing certain persons or person to sign the contractural documents for the com- 
pany which may be requi.ed from time to time by this office? Also, we should 
like the authorized signatures which may be used on your warehouse receipt. 

(6) We are enclosing three copies of PD-3, rider 5. Will you kindly give 
these to your surety for completion making sure that you and surety affix 
authorized signature under seal? Will you kindly forward the original to the 
secretary of agriculture, State of Washington, one copy to this office and the 
third copy may be retained for your files‘ We note in this connection that you 
may have a bond now in force in the amount of $50,000 in favor of the State 
of Washington. As soon as you receive the license number and house number, 
will you Kindiy forward them to this oflice? 

As soon ar we receive the above information together with the examiners 
report, we will ascertain the total amount of bond required and advise you 
accordingly. 

If there is additional information which we can furnish you to facilitate the 
completion of the forms piease feel free to call upon this office. 

Very truly yours, 
Eart C. Corey, Director. 
By Henry W. Courtney. 


USDA, CSS Commopity OFFICE, 
Portiand, Oreg., June 23, 1955. 
To: Farnum White, chief, Field Operations Division. 
From: F, R. Linser, chief, accounting section. 
Subject: Tacoma Vegetable Oils, Inc. 
In reply refer to: F-RFM. 


An analysis made of the financial statement submitted by the Tacoma Vege- 
table Uiis, Inc., Tacoma, Wash., dated April 30, 1955, indicates a weak current 
condition as current liabilities are considerably in excess of current assets. 

The net worth of the subject company is summarized hereunder: 


Reported net worth $76, 429. 55 
Adjustments : 
Prepaid expenses. 
Organization expense 
Total adjustments 
Adjusted net worth 
The file received on the subject company is attached.) 


Dun & BRADSTREET, INC., REPORT—RATING UNCHANGED 
CD 30 FEBRUARY 21, 1955 


2884 Tacoma Vegetable Oils, Inc. Oil Crushers. Tacoma 2, Wash., 535 Dock 
St. (Eureka Dock) 

Estate of W. R. Carpenter, Pres. 

E. L. Westenhaver, Vice-Pres. & Treas. 

E. N. Eisenhower, Treas. 

Directors : The officers. 
Rating: N.Q. 
Started: 1949. Payments: Inactive. 
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SUMMARY 


Business is now inoperative, Northern Vegetable Oils, Ltd., of Vancouver, B.C, 
said to own the fixed assets. 
HISTORY 


W. R. Carpenter appeared as President of this firm until his death early in 
1954. He was credited with an interest in 14 or more concerns, including 
the W. R. Carpenter, Co., Ltd., merchantile brokers and agents, conducting ex- 
tensive operations throughout the South Pacific, and Overseas Shipping Com- 
pany. On January 6, 1941, B. C. Vegetable Oils, Ltd., a British Columbia 
corporation was chartered, Vancouver. British Columbia. Carpenter was re- 
ported to have had a large personal net worth. 

Westenhaver 50, married, born United States, associated with W. Carpenter 
over 20 years, and has been an officer of this company since its origination 
at this point. 

Eisenhower about 50, married, born United States, is an attorney by profes- 
sion and associated with the law firm of the same name in the City of Tacoma, 
Washington. He has been an officer of this company since mid-1951. 


OPERATION-LOCATION 


Tacoma Vegetable Oils, Inc., as a business, did processing of copra (SIC 
2884) the product was imported from the Philippine Islands, processed here 
and vegetable and coconut oils was then shipped to Eastern markets. Business 
started May, 1950 and discontinued in 1954. 


FINANCIAL INFORMATION 


Current investigation indicates the plant is now inoperative. W. R. Car- 
penter (Sir Walter Carpenter) died early in 1954 and his sons have taken over 
control of his holdings and the operations to Tacoma Vegetable Oils have ceased. 
The company now owned by Northern Vegetable Oils, Ltd., of Vancouver Brit- 
ish Columbia and local affairs of the business of the Tacoma Vegetable Oils 
are handled through the offices of Eisenhower, local Tacoma attorney. 

Assets of the Tacoma Vegetable Oils, Inc. are estimated to be in moderate 
five-figures, with plant and equipment valued in excess of $25,000 and cash 
reserves in moderate four-figures and adequate for current operation. 


PAYMENTS 


Investigation in local trade circles indicates the account is now inactive. 
2-21-55 (40 9). 


USDA, CSS CommMopity OFFICE, 
Portland 5, Oreg., June 30, 1955. 


To: C. E. Johnson, Supervisor warehouse examiner. 
From: Richard F. Lowe. 
Subject : Tacoma Vegetable Oils, Inc. 


The management of this firm are rather vague and indefinite as to when this 
facility will- be ready for an original examination. Mr. John Cheredik, the oper- 
ating manager was given verbal instruction on the above date to notify the Port- 
land C.S.S. commodity office as to when they will be prepared to have an original 
examination conducted. 


OFFICE MEMORANDUM—U.S. GOVERNMENT 
Juty 14, 1955. 
To: Lloyd V. Baker. 
From: C. E. Johnson. 
Subject: Tacoma Vegetable Oils, Inc., Baker-Dock Co., Tacoma, Wash. 


It appears likely that the Tacoma Vegetable Oil people have changed their 
minds concerning approval for grain storage at the warehouse referred in form 
24. The copy of form 24 and the office memorandum are returned herewith as 
an inspection is not warranted in the near future. 

Of incidental interest, Baker Dock Co. is presently involved in legal suit with 
CCC. As this company is akin to Tacoma Vegetable Oils, Inc., this circumstance 
should be borne in mind in future dealings. 
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TacoMA VEGETABLE OILS, INC., 
Tacoma, Wash., July 25, 1955. 
U.S. DEPARTMENT OF AGRICULTURE, 
Commodity Stabilization Service, 
Commodity Office, Portland, Oreg. 
(Attention of Mr. Farnum White). 


DEAR Sir: Please refer to our application on wheat storage. 

We understand from Mr. Stewart’s recent visit that, in error, we showed 
700,000 bushels and 10,000 tons of sacked wheat. This is either bushels or 
sacked and not the combination. 

Also, our capacity is actually 650,000 bushels total. 

Will you kindly correct this error and advise what other forms are still 
lacking. 

We expect to be ready for grain August 1, 1955. 

Yours truly, 
Cuas. D. HunNtTER, Jr., 
President. 


et ea he spbnieise ie nnesneciaaeseh siiioe a sinc 
CE RMR EET CF OCRURERELE Cte ET ORARE ar ETet 


eek - ‘tore baer wHseee 9 gon cutee we SENET EC Me sets woe 84: SRI. FOE POLE EE : Craps Ht} 


EA ees, ty TV ehias 


¢ gornke Poncavea = ' 
thcOL OGM LORE GaPac JY daen €.8ge, FSD souaIE Poet? ence enemy? sethinen ” Recs eee 


1000 Ube over sonerete fouhdda tion. ' Jeanager, Uefle Pecderdsacgording to the 8.F 
4D Ye errr piling foundation : 
Saree Bae eee is eeRE RE BE EGR Kok Feu FIT ne He ewe tet 


eae riectnenitie ciliate inated mcniin: <item 8 <6 whe itutinme tte nh eins Ane! Hite in, Ai mei I scciniaababasinsi ox oss abinctas Seav-occssiascbacsasialbeiia 


AINnnHANRe 


pivaAabe 


- 

we 
” 
. 


bh 


weet Beeeasis 3 





é 
os 
o 
A 
[on] 
8 
& 
a 
a 
oo 
o 
E 
d 
° 
5 
<3) 
° 
Z 
g 
“ 
oS 
F 
Z 
N 
a 
= 


VVUASHE I WTR 688 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1643 


AINnnAMnsei 


be 
7 
ra 
- 
- 
° 
- 
» 


%¥ 


ase 


waste? © aseurs es 6 


- 


64140 O—61— pt. 422 





1644 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1645 


USDA, CSS Commopity OFFICE, 
Portland, Oreg., August 1, 1955. 
To: C. E. Johnson, supervisor, warehouse examiner. 
From: Orlin Hansen, warehouse examiner. 


Subject: Tacoma Vegetable Oil Co. (Baker Dock Co.), Tacoma, Wash., original 
exam for bulk grain storage. 


This warehouse is constructed entirely of wood with a concrete foundation 
under the main part of the warehouse, the remaining section is over the piling 
foundation that also supports the dock. This warehouse is in fairly good 
condition. 

The equipment in this warehouse which is to be used in handling grain is as 
fellows: Power shovels unload the cars into a rail sink, these power shovels 
are powered with an electric 744 horsepower motor. Grain will then flow from 
this sink into a 16-inch auger powered with a 15 horsepower electric motor. This 
auger moves the grain to the steel leg installed near the center of the warehouse. 
This leg has a 4,000 bushel rated capacity and is chain driven by a 10 horsepower 
motor. The leg then empties the grain into the 16-inch overhead auger that runs 
232 feet in length of the warehouse or to a 16-inch auger that runs to the loading 
out spout, which is on the west or track side of the warehouse and not the dock 
side. No scales are installed in conjunction with this warehouse. 

Robert Sargent, grain superintendent, a former employee of the Sperry Divi- 
sion of General Mills of Tacoma is to see that the grain is unloaded and run 
the warehouse in regards to managing the grain storage. From conversation 
with Mr. Sargent, I gathered that he has had some experience in handling grain, 
but is not up to date on present handling, conditioning, and storage problems 
that may develop in storing of grain. Mr. Sargent is also to manage the Mell- 
wood Corp., another Baker Dock company in Tacoma. 

The capacity of this warehouse was to be 800,000 bushels as figured by the 
warehouseman and then the Northern Pacific Railway Co. limited them to 
650,000 bushels at this time. The straight walls have been reenforced by 6 by 6 
inch wall stiffeners and braced to the dock by 4 by 4’s. In my estimation 
these walls are not strong enough to support grain piled to a height of 8 feet 
as proposed by the warehouseman. Capacity was figured for a peak of approxi- 
mately 30 feet, however the warehouseman plans to go as high (35 feet) as 
possible on peak and up to 8 feet on the walls if they will hold. A factor to be 
considered is how far towards the south end of the warehouse will grain be 
piled as this end was left open. A maximum of length was used in figuring a 
capacity for this exam, until another wall is constructed in this warehouse. 

In my opinion the warehouse is satisfactory for grain storage, but the ability 
of the warehouseman to keep records and the grain in good condition after he 
receives it for storage is unknown, therefore the amount of storage to be 
allocated to this warehouseman should now depend on his ability to date in the 
way he handles this problem, either with the Mellwood Corp. or TVO. 


TACOMA VEGETABLE OILS, INC., 


Tacoma, Wash., August 16, 1955. 
U.S. DEPARTMENT OF AGRICULTURE, 


CoMMoDITY STABILIZATION SERVICE, 
COMMODITY OFFICE, 
Portland, Oreg. 
(Attention: Mr. Farnum White). 

Dear Sim: Please refer to our letter of July 25, 1955, regarding our application 
for grain storage. 

We wish to advise that the terminal located at 535 Dock Street, Tacoma, Wash., 
is now completed and grain can be shipped at any time. 

Our insurance rate has been established at 18 cents per $100 valuation. 


Please advise what other information you still may be lacking. 
Yours truly, 


0. D. Hunter, President. 
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Avueust 19, 1955, 
TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 
(Attention: C. D. Hunter, president). 


GENTLEMEN : This will refer to your letter of August 16, 1955, concerning your 
application for approval of your terminal located at 5385 Dock Street, Tacoma, 
Wash., under grain agreement. 

The facilities have been examined and we expect approval to be speedily 
arranged on the basis of the capacity of 500,000 bushels of wheat when the 
following additional requirements have been met. 

The attached two copies of the schedule of rates should be returned to this 
office after your corporate seal has been affixed in connection with your signature 
thereon. For our file, please furnish an excerpt of action on the part of your 
board of directors authorizing certain officials to sign contractual documents with 
this administration. 

The bonding requirement is based upon the capacity, mentioned above, of 
500,000 bushels at the unit price for wheat of $2.10 per bushel, times 6 percent, or 
$63,000. Your application indicates that a bond has been filed with the State of 
Washington in the amount of $50,000. Therefore, an additional bond to CCC will 
be required in the amount of $13,000. We-.attach warehouseman’s bond which 
should be completed by your surety and after signature by principal and surety, 
under seal, the original is to be sent here. 

We also need a copy of rider 5. The form is enclosed and should be completed 
by your surety with signatures of both parties, under seal, and the original 
forwarded to the Department of Agriculture, State of Washington, Olympia, 
Wash., retaining one copy for your record. 

When the requirements herein mentioned have been met, we should be in a 
position to promptly approve the facility on the basis described. 

Very truly yours, 
Eart ©. Corey, Director. 
By Henry W. Courtney. 


SEPTEMBER 1, 1955. 
TacoMA VEGETABLE OILS, INC., 


Tacoma, Wash. 
(Attention: Melvin M. Stewart). 


GENTLEMEN : When Mr. Stewart visited this office on August 31, 1955, concern- 
ing the approval of your facility at Tacoma, Wash., under the Uniform Grain 
Storage Agreement, we overlooked requesting information with respect to the 
license number and State house designation supplied by the State of Washington. 

It will be appreciated if you will furnish us with this information to complete 
our records. Thanking you, we are 

Very truly yours, 
Hart ©. Corey, Director. 
By Henry W. CourtTNeY. 


TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash., September 22, 1955. 
U.S. DEPARTMENT OF AGRICULTURE, 
Commodity Stabilization Service, Commodity Office, 
Portland, Oreg. 
(Attention of Mr. Henry W. Courtney). 


Dear Sm: Please refer to your letter dated September 1, 1955, file FO-HWC- 
91, requesting our State license number and State House designation B-24. 

We are pleased to advise that the license number is 21. Our House designation 
is B—24. 

We presume that all documents are now in order and a signed grain contract 
will be forwarded. 


U.S. D 
Comm 
Portla 
(Atten 
DEAI 
9/23 ¢c% 
We 
you fo 
Kine 


TACOM 
Tacom 
GEN 
No. B 
season 
We 
for yo 
Opera 


treast 
The 
Islan 
Busir 
with 
Cana 
rentl; 
busin 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1647 


Our facility is now ready to receive grain at once. 
We wish to thank you for all the help rendered by your office. 
Your truly, 


Cc. D. Hunter, Jr., President. 


TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash., September 28, 1955. 
U.S. DEPARTMENT OF AGRICULTURE, 
Commodity Stabilization Service, Commodity Office, 
Portland, Oreg. 
(Attention of Mr. Henry W. Courtney). 


Deak Siz: Please refer to your letter dated September 23, 1955, file FO-HWC- 
9/23 calling attention to our bond amount being in error. 
We are enclosing herewith a corrected form 33 for $13,000 and wish to thank 
you for calling this error to our attention. 
Kindly advise if any forms are still lacking or not properly filled out. 
Your truly, 


C. D. Hunter, Jr., President. 


OctTosBer 5, 1955. 
TACOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 


GENTLEMEN: We are today approving your facility at Tacoma, Wash., State 
No. B-24, under uniform grain storage agreement No. 91-4—-CCC-335 for the 
season ending June 30, 1956, for the storage of 500,000 bushels of grain. 

We are enclosing an executed copy of this agreement and schedule of rates 
for your files. We are also enclosing a copy of “Handbook for Warehousemen 
Operating Under Uniform Grain Storage Agreement” for your information. 

Very truly yours, 


Eart C. Corey, Director. 


Dun & BRADSTREET, INC., REPORT—RATING UNCHANGED 


CO 50 OCTOBER 24, 1955 


Tacoma Vegetable Oils, Inc., Tacoma, Wash., 5385 Dock St. (Eureka Dock). 

Rating: N Q. 

This business was chartered under Washington laws about 1949. W. R. 
Carpenter appeared as president until his death early in 1954. He was 
credited with an interest in a number of concerns, including W. R. Carpenter Co., 
Ltd., merchantile brokers and agents, conducting expensive operations throughout 
the South Pacific, and Overseas Shipping Co. 

E. L. Westenhaver appeared as vice president and treasurer and associated 
with W. R. Carpenter for more than 20 years. DB. N. Eisenhower appeared as 
treasurer. He is a prominent local attorney. 

The company, while active, processed copra imported from the Philippine 
Islands. Vegetable and coconut oils were then shipped to eastern markets. 
Business discontinued in 1954, when sons of W. R. Carpenter acquired control, 
with stock ownership said to have been transferred to Edna Trading Corp., a 
Canadian company, and Retlaw Holding Co., a Pan-American corporation. Cur- 
rently a deal is pending whereby stock control is to be sold to a group of 
businessmen from Seattle, Wash., for and in consideration of remodeling plant 
to be used for wheat storage. 

On October 20, 1955, a lien was filed by Woodward Construction Co. vs. Tacoma 
Vegetable Oils, Inc., lots 12-21, block 66, Tacoma tide lands addition for $5,407. 
Local attorney handling affairs for the company explained that lien was filed 
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in connection with certain remodeling done by the Woodward Construction 
Co., but stated that there is some $2,000 of the total $5,407 in dispute. Attorney 
explained that it is a legal claim and that it will possibly be settled out of court. 
He went on to explain that pending negotiation for sale of stock to a group of 
Seattle businessmen, financial details are being withheld. 

10-25-55 (6 8). 


NOVEMBER 28, 1955. 
TACOMA VEGETABLE OILS, INC., 


Tacoma, Wash. 


GENTLEMEN: As of June 16, 1955, you provided this office with an unaudited 
balance sheet and report. The auditor’s report was dated April 30, 1955. 

Periodically, we are required to obtain a current financial statement from 
warehousemen party to a grain agreement with this administration. Inasmuch 
as it is possible that a balance sheet has been issued since April 30, 1955, we 
would appreciate your completing the attached form 68 and after authorized 
signature under seal, return the orginal to this office for our records. 

We will appreciate your early adviee and attention to this matter. 

Very truly yours, 
Daw C. Corey, Director. 
By Henry W. Courtney. 


Dun & BRADSTREET, INC., REPORT—RATING UNCHANGED 


CD 50 NOVEMBER 22, 1955 


Tacoma Vegetable Oils, Inc., 

Tacoma, Wash. Office: 1117 Pacific Ave. (Puget Sound Bank Bldg., Rm. 1222). 
Whse. : 535 Dock St. 

Charles B. Hunter, Jr., Pres. 

M. S. Woodward, V. Pres. & Gen. Mgr. 

Henry Henke, Jr., Sec 

Melvin Stewart, Treas. 

Directors: The Officers. 
Rating: N.Q. 


A Washington corporation chartered about 1949, authorized capital $500,000 
with $400,000 claimed paid in. W. R. Carpenter appeared as President until his 
death early in 1954. He was credited with an interest in a number of con- 
cerns, including W. R. Carpenter Co., Ltd., mercantile brokers and agents, con- 
ducting extensive operations throughout the South Pacific, and Overseas Ship- 
ping Company. The company first processed copra imported from the Phillipine 
Islands. Vegetable and coconut oils were then shipped to Eastern markets. 
In 1954 business became inactive when sons of W. R. Carpenter acquired control, 
with stock ownership now controlled 51 percent by the Edna Trading Corpora- 
tion, a Canadian company and Retlaw Holding Co, a Pan-American corporation. 
The officers, together with a group of other businessmen, control 49 percent of the 
stock. Facilities of the company on Dock Street have been remodeled and plant 
now is used primarily for wheat storage for the Federal Government. 

Charles Hunter, Jr., is a practising attorney and a member of the firm of 
Eisenhower, Hunter-Ramsdell & Duncan. Harry Henke, Jr., is an attorney, 
Seattle, Washington, with offices in the Dexter-Horton Bldg. Melvin Stewart 
is a resident of Seattle, Washington, where he is engaged in the steam shipping 
business. M. S. Woodward is dock manager and acts in that capacity for this 
company. 

Interviewed November 22, 1955, Charles B. Hunter, Jr., President, declined 
detailed statement, asserting that the company has adequate financing, and that 
it is not a seeker of general credit accommodations. 

On October 28, 1955, a lien was filed by Woodard Construction Co. vs. Tacoma 
Vegetable Oils, Inc. for $5,407. Suit settled out of court but lien not yet re- 
leased of record. 

The officers of the company are well regarded, and consultants are of the 


opinion that company is in a position to handle its commitments in a satisfactory 
manner. 


11-22-55 (6 8) 
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USDA, CSS ComMopity OFFICE, 
Portland, Oreg., February 17, 1956. 
To: Farnum White, chief, field operations division. 
From: F. R. Linser, chief, accounting section. 
Subject: Tacoma Vegetable Oils, Inc. 
In reply refer to F-DRM. 

An analysis made of the financial statement submitted by the Tacoma Vege- 
table Oils, Inc., Tacoma, Wash., dated October 31, 1955, indicates a weak current 
ratio as current assets are exceeded by current liabilities in the amount of 

1.92. 
The net worth of the subject company is summarized hereunder: 


Reported net worth $59, 436. 88 
Adjustments : 

Organization expense $1, 155. 54 

Deferred accounts receivable and prepaid expense__ 6,612. 27 


Total adjustments 


Adjusted net worth 


The balance sheet is not certified as to an equal or better net worth subsequent 
to October 31, 1955. 

It should be noted that no adjustment has been made regarding fire insurance 
coverage as the form 68 shows full coverage for both buildings and fixtures by 
the corporation. The previous form 68 submitted June 16, 1955, reflected full 
coverage on these items by the Northern Pacific Railway Co. In addition, the 
current statement shows an increase of loan due the Northern Vegetable Oils, 
Ltd., in the amount of $18,017.44, plus a new loan due the Burchard group in 
the amount of $35,000. These loan items together with the equipment mortgage 
payable of $150,000 represent a total of $225,751.94 loan debt as against total 
assets of $300,480.42. It should further be noted that a surplus deficit increase 
in the amount of $16,992.67 is shown. 

The file received on the subject company is attached. 


Purvis & PARKER, 
CERTIFIED PUBLIC ACCOUNTANTS, 
Seattle, Wash., March 31, 1956. 
TAcOMA VEGETABLE OILS, INC., 
Tacoma, Wash. 


GENTLEMEN: In accordance with your request, we have prepared a balance 
sheet of the Tacoma Vegetable Oils, Inc., at December 31, 1955. We understand 
that this statement is to be submitted to the U.S. Department of Agriculture. 

The enclosed statement considers a provision for depreciation in the amount 
of $27,665.04 for the period from May 1, 1955, through December 31, 1955. Dur- 
ing this period the plant was converted and modernized for grain storage facil- 
ities and a portion of the equipment was dismantled. For that reason the state- 
ment which we submitted to you at October 31, 1955, gave no consideration for 
depreciation from May 1, 1955, to October 31, 1955. 

After discussion with the officers of your corporation, we find that the asset 
representing advances in the amount of $8,947.16 to Retlaw Holding, Ltd., would 
be paid promptly upon request. 

The enclosed statement is submitted to you from information furnished and 
from books and records of account without independent verification by us. We 
would welcome your inquiry if there are any questions. 

Yours very truly, 
R. SPENCER PURVIS. 
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Tawome Vegetable Oils, Inc., balance sheet, December 31, 1955—Prepared without 
audit 


ASSETS 
ane i OE ee 
Advances to Retlaw Holding, Ltd 
Accounts receivable, dockage 


Accumulated 

Fixed assets: depreciation 
Plant and equipment $435, 056.71 $217, 508.91 
Office equipment 8, 641.4 1 - % 
Laboratory equipment 
Terminal equipment 


Granary conversion: 
Machinery 
Electrical 
Building alterations ‘ 
Labor and taxes on labor. 3, 534. 256, 046. 61 


Deferred accounts receivable 6, 612. 27 
Organization expense 1, 155. 54 


Total assets 


LIABILITIES AND CAPITAL 
Liabilities : 


Accrued property taxes and expenses_ 
Accrued interest 

Mortgage payable 

Due to Northern Vegetable Oils, Ltd_ 
Due to Burchard group. 


Total Mabilities 246, 043. 54 
Capital : ” 


Capital stock outstanding. $475, 000. 00 
Deficit to Dec. 31, 1955. 447,078.13 27,921. 87 


Total liabilities and capital 273, 965. 41 


Notg.—The above statement was prepared from books and records of the company 
together with information by corporate officers. No auditing procedures were employed 
in the preparation of this statement. 

I hereby certify that the present net worth of Tacoma Vegetable Oils, Inc., 
is equal to or better than on December 31, 1955. 


Dated 


THE Pupcer SounD NATIONAL BANK, 
Tacoma, Wash., April 4, 1956. 
COMMODITY CREDIT CORPORATION, 
Portland, Oreg. 


GENTLEMEN: Mr. Melvin M. Stewart, treasurer of Tacoma Vegetable Oils, Inc., 
a Washington corporation, has requested that we direct this letter to you in 
behalf of that corporation. 

It has been explained to us that Tacoma Vegetable Oils, Inc., is about to 
receive grain for storage in certain of its facilities in Tacoma for the account 
of the Commodity Credit Corporation. It is also stated that Tacoma Vegetable 
Oils, Inc., at the present time has a nominal cash balance in its accounts and 
it is explained that it is the intent of the shareholders of the corporation to 
advance such funds as may be required from time to time by Tacoma Vegetable 
Oils, Inc., for the conduct of its business. 

From our knowledge of the shareholders and officers of this corporation, we 
are confident that they will make all such advances as may be required to 
properly carry on the affairs of the corporation. 
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This is of course not intended as a letter of credit by this bank or any com- 
mitment of any kind of this bank, to Tacoma Vegetable Oils, Inc., or to any of 
its shareholders. Any loans or advances made by this bank would be accom- 
plished in accordance with its customary loaning procedures. 

This letter is, however, intended as an assurance to your corporation that 
from our knowledge of the officers and shareholders of Tacoma Vegetable Oils, 
Inc., it is our opinion that they will experience no difficulty in making the 
funds available which may be required to carry on the business of the corpora- 
tion, which are indicated as being in the possible amount of $20,000 for the 
balance of the current calendar year. 

Very truly yours, 
C. H. Burrows, 
Assistant Vice President. 


TacoMA VEGETABLE OILs, INC., 
Tacoma, Washington, April 6, 1956. 
U.S. DEPARTMENT OF AGRICULTURE, 
Commodity Stabilization Service, 
Commodity Office, Portland, Oreg. 
(Attention: Mr. Farnum White.) 


Dear Mr. Waite: In accordance with your conversations of last week with 
the writer and Mr. Woodward, we have had a subordination agreement pre- 
pared expressly subordinating the $40,751.94 claim of Northern Vegetable Oils, 
Ltd., against Tacoma Vegetable Oils, Inc. We had this subordination agreement 
prepared by Mr. Harry Henke, Jr., of Skeel, McKelvy, Henke, Evenson & Uhl- 
mann, who read it to you over the telephone, and it is our understanding that 
the enclosed form is satisfactory, subject to your having it finally approved 
by your legal counsel. 

We do not know how many copies of this document you will require, and we 
are therefore forwarding four executed copies and request that you return such 
number of the copies as you may not need. We will in all events desire to have 
one executed copy for our file. 

We also enclose the letter of transmittal of April 4, 1956, from Mr. E. R. 
Palfreyman of Northern Vegetable Oils, Ltd., confirming that the signatures 
on the contract fully bind Northern Vegetable Oils, Ltd. 

In our discussions when we were in Portland you stated that you would desire 
some informal confirmation by a bank officer indicating that funds would be 
available to Tacoma Vegetable Oils, Inc., to meet any of its operating require- 
ments. A letter was forwarded by Mr. Chas. D. Hunter, Jr., under date of 
April 4, 1956, enclosing confirmation from Mr. ©. H. Burrows, assistant vice 
president of the Puget Sound National Bank of Tacoma, Wash. The share- 
holders of Tacoma Vegetable Oils, Inc., will make such advances as may be re- 
quired in the operation of the corporation. The corporation will have income 
from dock rentals, services, and other operations, but to the extent that it needs 
funds we assure you they will be promptly made available. 

We want to thank you and the other members of your office for the courtesy 
and consideration shown to us in placing these matters in order and we assure 
you that we will spare no effort to see that you receive service which is in every 
respect satisfactory. 

Very truly yours, 
M. M. Stewart, Treasurer. 
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OFFICE OF THE GENERAL COUNSEL, 
Portland, Oreg., April 13, 1956. 


To: Earl C. Corey, Director, Portland CSS Commodity Office. 
From: C. C. Carlson, Attorney in Charge. 
Subject: Tacoma Vegetable Oils, Inc., Tacoma, Wash. 


Reference is made to your memorandum of April 12, 1956, and the attached 
copy of a subordination agreement dated April 2, 1956, and executed on behalf 
of the Northern Vegetable Oils, Ltd. Through the agreement, this company 
would subordinate “that certain account in the amount of $40,751.94 owing from 
Tacoma to Northern to any and all accounts, claims, charges, or rights of any type 
or nature which Commodity now or may at any time hereafter have against 
Tacoma * * *,” 

We have examined the agreement and CSS Instruction No. 621 (Grain)-1, 
IV B and X A in order to determine whether, in our opinion, the agreement would 
have the effect of increasing net worth as the term is used in those instructions. 
It is our understanding that “net worth” generally means the remainder after 
deduction of liabilities from assets and if that was the intended definition, then 
we believe that acceptance of the agreement would not increase net worth. 

It should be pointed out that a similar situation was considered in a letter to 
your office dated September 22, 1952, on the subject “B. & O. Warehouse (o., 
Portland, Oreg.” 

In view of what has been said above, we have not felt it necessary to comment 
further on the agreement. Should you wish us to give further consideration to 
it, please let us know. 

The subordination agreement is being returned herewith. 


TAcoMA VEGETABLE OILS, INC., 
Tacoma, Wash., April 14, 1956. 
U.S. DEPARTMENT OF AGRICULTURE, 
Commodity Stabilization Service, 
Commodity Office, 
Portland, Oreg. 
(Attention of Mr. John Wenn, Jr., Deputy Director, Management.) 


Dear Mr. WENN: In accordance with your conversation last Friday with the 
writer and with Mr. Harry Henke, Jr., we are submitting herewith a revised 
balance sheet of Tacoma Vegetable Oils, Inc. This balance sheet has been re 
vised to the extent of transferring $25,000 of the Northern Vegetable Oils, Ltd., 
loan to a capital asset of the Tacoma Vegetable Oils, Inc. 

We trust transfer of this loan and new balance sheet will now enable you to 
approve this facility. If any further clarification is needed regarding the at- 
tached, kindly let me know. 

Very truly yours, 
M. M. Stewart, Treasurer. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
CoMMoODITY STABILIZATION SERVICE, 
CoMMopITY OFFICE, 
Portland, Oreg. 


AGREEMENT To INCREASE AMOUNT OF BOND 


To be attached to and form part of Bond No. S—465 1966, CCC Form 33, exe- 
cuted by American Automobile Insurance Company as Surety on behalf of 
Tacoma Vegetable Oils, Inc., as Principal and in favor of Commodity Credit 
Corporation. 

In consideration of the premises and the payment of Twenty-seven and 65/100 
($27.65), being the additional premium, receipt of which is hereby acknowledged 
by said Surety, the parties to this Agreement declare that said bond is hereby 
increased to Twenty-four Thousand, Five Hundred & No/100 ($24,500.00), to 
become effective April 26, 1956. 

It is hereby understood and agreed that on and after April 26, 1956, the 
Surety’s total liability shall be $24,500.00, but prior to that date, the Surety shall 
not be liable for an amount greater than $13,000.00. 
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It is further understood and agreed that the attached bond as amended by 
this rider shall be subject to all its Agreements, Limitations, and Conditions, 
and that the liability of the Surety under the attached bond and under the 
attached bond as amended by this rider shall not be cumulative, except, that 
regardless of any liability which may arise out of defaults occuring prior to 
aa 1956, the aggregate liability of the Surety after that date shall be 
24,500.00. 

In witness whereof, the said Principal and Surety have executed this 
Agreement. 

Accepted : 

TacoMA VEGETABLE OILs, INc., Principal. 

[SEAL] By 
Witness to signature of Principal: 

Name: ‘ 
AMERICAN AUTOMOBILE INSURANCE COMPANY, Surety. 
[SEAL] By Rate B. CHAMBERLAIN, Attorney-in-Fact. 
Date: April 26, 1956. 


USDA, CSS ComMopity OFFICE, 
Portland, Oreg., May 1, 1956. 
To: Farnum White, Chief, Field Operations Division. 
From: F. R. Linser, Chief, Accounting Section. 
Subject : Tacoma Vegetable Oils, Inc. 


An analysis made of the financial statement submitted by the Tacoma Vege- 
table Oils, Inc., Tacoma, Wash., dated April 26, 1956, indicates a satisfactory 
current ratio as no current liabilities are shown against current assets of 
$13,160. 

The net worth of the subject company is summarized hereunder : 


Reported net worth $34, 766. 81 
Adjustments: 


$1, 155. 54 


Total adjustments 


Adjusted net worth 


It should be noted that the statement reflects contribution by the shareholders 
as of April 26, 1955 to the capital account in amount of $40,751.94, representing 
original indebtedness owing to the Northern Vegetable Oils, Ltd., a corporation 
owned pro rata by the shareholders of Tacoma Vegetable Oils, Inc. 

1. It has been reported that due to transfer to Northern Vegetable Oils, 
Ltd., a considerable reduction of the plant and equipment value as stated 
on December 31, 1955, statement is shown and that the equipment mortgage 
indebtedness of $150,000 to that corporation has been completely liquidated. 

2. An additional note payable of $15,000 due to the Burchard Group is 
shown, and the cash account substantially exceeds amount shown as at 
December 31, 1956. 

3. The deficit to April 26, 1956, has increased from $447,078.13 as of 
December 31, 1955, to $480,985..13, an increase of $33,907. The deficit now 
exceeds the value of the capital stock outstanding in the amount of $5,985.13. 

4. Accrued property taxes and expenses of $5,841.60 and accrued interest 
payable of $9,450, shown on December 31, 1955, statement, have apparently 
been liquidated as neither item is reflected on the currrent statement. 

5. The certified public accountants, who prepared the statement, certify 
that the balance sheet was prepared from information furnished them by 
the corporation officers and that no auditing procedures or independent 
verifications were employed in the preparation of the statement. 

The file received on the subject company is attached. 


(The following pertinent documents were neither provided nor 
listed by the Department of Agriculture.) 
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9. Broter« 


| Comp ITY SvaB IL IRAN 16m odevice 
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1. Name a le Mere ——— 
seein, = abet aaa: 
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3% Give the name, businens, address of each direster, and shares of stock held: 
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4. Common Peer aot Hn an Authorised $500,000. ver nae wat F300, 
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9. Sater ont of Assets end Liabilition 
“cuRRENT ASSETS ASSETS 
Cash —On hand and im bemk 


Accounts and netes receivable... 
Less: Reserve fer bed debta 

> Merchandise inventory (how valued? 
Sane een eee 


——— > - 


‘Towa, cyvmngery asspve___- $e 
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‘ re 7 a eee 
aeiiaiiiaiiariee. cnn ia 
Notes payable (unssoured) — 


wee 
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On Depos. 


Plant Eq 
Office & 
Laborato 
Terminal 

Tct 


Rea. Estate epee iiiincecnaneas ts cjiiasniiiees Mites ainiisiase — 
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mo nr eee : aoevund 
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ily «= vediapan paina\ouabion 2 -09n- sons encataqnemnseren cateencanescammeccuness senses Leane <- 


eee ae a arene 4 coe a emrenes Capes 5: Aan eng eemeem 
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SALANCE SHEET 


Tacoma Vegetable Oils, Inc. ase April 30, 1955 


CURRENT 
On Deposit - Puget Sound National Bank 


vimeD 


DEPREC. REMAINING 
WESERVE = «VALE 


Plant Equipment 190 557 31 244 499 40 

Office Equipment 1 bl 44 2 260 05 

Laboratory Equipment 754 64 bu2 $7 

Terminal Equipment 52 05 5 043 85 
Tctal Equipment Fe UIT: «(TST S50 24 


OTHER 
‘Deferred Accounts Rec. & Prepaid Exp. 6 612 27 
Organization Expense 1155 54 


Pee ee 


LIABILITIES 


a 


Accrued Property Taxes 
Accrued Interest on Mortgage 
Loans - Northern Vegetable Oils, Inc. 


| Mortgage Notes Payable (secured by mortgage on equip ) 
| CAPITAL 
Common Stock Outstanding 475 Cvv 00 


Deficit , 398 570 45 
+ he aoe . a 
Net Worth 


Bote: The above Balance Sheet was prepared, without audit, by Busch & webb, 
frow the books and other records of Tacoma Vegetable Oils, Inc. However, 
based upon our previous years' audits of the coupany and based upon our 


present limited scrutiny, the assets and lfabiliti 
pa wap de: > 7 es appear to be prop- 


BUSCH & WEBB 


By s Me “Of -. Ws 
Certified Public Acqoumtent 
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Chas. D. Bunter, Jr., lag2 Puget Sound Bank Bldg. 
Tac Waskiagton 


M.S. ecemers 

Harry Henke, Jr. 
Melvin KM. Stewart 
gE. HN. Eisenhower 


James V. Ramsdell 


P. 0. Box 1483 
Tacoma, Washington 


Dexter Horton Building 
Seattle, Washington 


Dexter Horton Building 
Seattle, Washington 


12922 Puget Sound Bank _—_ 
Taccas, Washington 


1222 Puget Sound Bank Bldg. 
Tacoma, Vashingtoa 


Ge M. Mar » dP.1222 t Sound Bank ° 
orge tung 7 — Bldg 
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10. Which, if any, of the above assets are exempt from execution and levy? None .- = 


On what grounds do you daim exemption? .... =. = 


> Atate the greece tposme ef the business daring your lect beaiaeus year. (Giro parscd ortured) = Prog 
New business _, 19 _. aaa Ge. 


12. State the grece expences of the business uring same poried______ $. Mew business _ 
18. State net profit or lees for period covered (item 11-item 12)_______ §. New business —_ 
14. State the name and location of beak or banks with which banking business is done. 

——Puget Sound National Bank of Tacoma, Tacoma, Washington 


16. How much fire insurance is carried? On a — On fixtufes,§........_. 
Full coverage by Northern Pacific Railway Company. 


On merchandise stock, if aay, $_Nong@ ____ 
16. If coinsurance, what percentage of coinsurance? _...._. Bone... 


17. What fire loss, if any, have you suffered since the date of yeur previous statement? (Give particulars.) 
a cena nS ES ae rae —————— 


an ne nnn a ane eo on ena eee nee me te nn ne nn pe a 2 + ae meee nee ne eee 


The information contained im foregoing statement is furnished asef..Jyne 16 19.55. 


of pesary, | drstere that | have examined the shove setguest of emety esd Mubillties ond that 
sicadbnesn aan adamhmameabdietenaeandaat 


Tite... President  ._ 


Se em a sey ts et ence A 5 Se errs 
a! > eg 


64140 O—61—pt. 4——23 
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Law OFNMcEs OF 
EISENHOWER, HUNTER, RAMSOELL & DUNCAN 
PUGET BOUND GAs M~—BO 
EAR Geena 
© MUSTER we TACOMA, WASHINGTON 
| caer 
@ GuNCAm 
oe AAT ICe, J 
giuoTy 


AIR MAii - SPECIAL DELIVERY 


Pebruary 14, 1956 


United States: Department of Agriculture 
Commodity Stabilization Service 

tci38 S. W. Washington 

Portland 5, Oregon 


Attention Mr. Henry W. Courtney 


Re: PO-HWC-11/28 


Gentlemen: 


I enclose herewith Statement Showing Assets 
and Liabilities of Tacoma —_— Oils, Inc. 10/81/55) 


ee ee Pe ee ee 


Yours very truly, 


CHAS. D. HUNTER, Jr. 
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commen ity canny ¥ QUOGET BuRtaY BO. 50-02907 
cosronation Foau 66 approver EXPIRES a... 


(3-24.34) UNITED STATES DEPARTMENT OF AGRICULTURE - 


COMMODITY STABILIZATION SERVICE Bead, 
Commesity cacert Se ee + ke 


Capecty _... 


STATEMENT SHOWING ASSETS AND LIABILITIES “—" = 


(sTema@z veoce weea-<ccc sTemaes conTmcTs) 


— aaa a eee as en 
at ania ag questions on aT ee eee Uf partnership, questions 


1. Name Tacoma Vegetable. Oila, Inc. —____. hee aoe 


redone pearing, ar endive) came) 


Address 535. Dock Street. eens Washington. 


2. Give names and addresses of officers as follows: Puget S 4 Bank Building 
President Chas. D. Hunter, Jr,_ Adtran Te coma, Washington. eccaicaaen 


Vice President M.. 8. Woodward ... Address Tacoma, Was ae 
Dexter Horton iding 


Secretary Marry Henke, JP. Address Seattle Washington 
Dexter forton Building 


Treasurer Melvin M. Stewart. Address feattie. Washington 


r Dock 
General Manager 
or like officer _..Mo.S.. Woodward __ einai Washington ...._ 


* ise 5 meng bene ro Aosney ean Vash Pagton » 4455 shares 


M.S. Woodward, Dock Operator, Tacoma. Washington, 4455 shares 
Harry Henke, Jr., Attorney, Seattle, Washington, 4455 shares 
Melvin M.-Stewart,. .Dock-Operator,-Seattle, Washington..4455. shares 

_ James.\.. Ramsdel-ly-Aétorney, Puget Sound Bank Bldg.,Tacoma,no sha 
&:-;- Bteennower;- abtorney;- Puget Sound ‘Bante Bice. ; Pacoma; no shar 
George M. Hartung, Jr., Attorney, ' - , Tacoma, no share 


CAPITAL 7” gro dtl, shares 
4. Common stock 47,500... aap wie Gis. yar anaes . Paidin $475,000 
Preferred stock None........ shares par value... Authorized . Paiéis . ....... 
Hes pend mw: 
Im cash, 8475,.000.00 Rights, potents, trademarks, patterns, otc. $ 
lesued to cover : penees, $e perty, $._ 
5. SPs yo 


Limris tenra.s 


te wersrt 


wi 


ee 
ed ct mee ee eee oe: ecemmmonme pe 


=—=— —— 


6 Gisntothattnnemamnet hoaiinenttbintinad tail 


in the partnership? ? Sate, 5 Siesta cevten GURU > - s8isd eminem os 
wn . partner.) 
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(SEE BALANCE SHEET ATTACHED HERETO) 
8. Statement of Aget end Lchilitien 


Ceah—On Rend ad ta bank Oe 


[nmilts cake teil 6 
Less: Reserve for bad debta a ae 


Merchandise inventory (how valued? _—__ a 
her ou) Semete tnehediing Government securities (exmmerste) : 
Qasccenserncenescernenins 


ee 


' 


ORGS F EEA SLIT IEG 
“Teens, CUNT seswre ss Gs ees 


ris eree zee fb 


Ee PO Stet en em 
Pernt sad tm gs a 


Ps : 


- 
oe) we Bee ome wee OR ccc e aes cr ee oc? °° 


| ee 


Less: Reserve top éapevsiation etn a mene re 
ET NOD. pe aretone uate cathe 


: ® = ake AT: "7 03 
te “ Seeds soya 2 
eer ————e “ ego = 


Jabal 

oTwe 

wat 
a 
a 
x 


“* 232 pre: 
Lert, 4“Be eee Arro® ye © 
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ee RT, SR fe RRS, Nicci siccrihlanaares 


rene ene oes ne ee - oe ee ae 


2 
3 


TOTAL LIABILITIES AND MET WoRTH..§ 


ANALYSIS OF REAL GETATE BecumsRANCES 
TOTAL Palp gu zearcrraL 
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PURVIS @ PARKER 
RANE RHR MRAM RRA 


Cagh in banks 
Advances to "Ges: Bolding, Ltd. 


Fised Aseqte Acewm lated 


e i 1,361.06 ~~ a 
“ns 
pee me a8 
Totels 7 » 7 


Deferred eccounte receivable 
‘-gan{zation expense 


Total Assets 


Pe ne 


LIABIL ETB AMD CAPETAL 


ome rere ae 9 - om Oe " 


Liabilities: 
Agooun’s payable 
Aperue: property taxes payable 
Accrued interest payable 


Vegetable Gils, Ltd. 
group 


steck ocutetandiog 
to Ostobder 31, 1955 


Sek Liabilities and Capital © 2 $300, 480. ke 


+ She above etatenent vas prepared fron techs ani recurte of the company 

*" together With information furniehed by Gerporation officers. Xo 
verifieatiog or coufiragtion of the ‘was made by us. Ko 

" depreciation has ‘omnes - omg th ¢ facilities and equipment 

from April 30, 1955 to the baluhee™ bheet «During tals period the 

plant das being converted fur grain storage purposes, and + dernired. 
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10. Which, if any, of the above assets are exempt from execution and levy? None . = 
On what grounds do you daim exemption? ...._ 
neg 


i. State the gress imecme of the busines during your last business year. ee em 
Information not segues at present tim. 


eenperannemarene: =: + ---0r-aes+ 


12. State the grese expenses of the business uring same period 
Information not available at present time. 
18. State net profit or lees for period covered (item 11-item 12)... § 


Information not ee 2.2 es time. 
14 State the name and location of which banking business \s done. ac 


Puget Sound National Bank of Tacoma, Washington, _ 


15. How mech fire insurance is carried? On buildings, ePull. value On fixtures, $Full value 
On merchandise stock, if any, §_Market value. 
16. If coinsurance, what percentage of colnsurance? .Information not available. 


17. ee ae a ren (Give particulars.) 
_.. 99g... -- NEEM. Gadi nsaseecesecsa -100es: «<eceepacecnsetiatuniinnancitiinbsescssusse 


ee noes cane ne | eee eee eee ene = see see eeenemme eemmee anes --- ne 


The information contajned in foregoing statement is furnished as of . February 14 _.19. 56 


Under pasatty of pertery, | Gestion that | hans enemiced the chore stefemest of amas and lichilifies and that to 
ci bat 0 te, mp tame! Ph Seca ae oP show 


Ws. es es 
Tithe. ...._.... President 


Mek or OR Ae RE GEO RR SERRE. or jeeNNSMRD aap hm cinatag suit fg AerpeeObea ae por tena 
ve eg 


2 ©. & OA SRnUeEt Fever wrest au. Sen 


Limrissaira.« 
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Tacoma Vegetable Oils, Ine. 


$35 DOCK STatet 
TACOMA 2, WASHINGTON 
Telephone Beohnoy 8 )5 


april 14, 1956 


U. S. Department of agriculture 
Commodity stebdilizetion yervice 
commodity office 

1218 gs. W. Weshington Street 
Portiend 5, oregon 


Attention: Mr. John Wenn, Jr., 
Deputy Director, Menagement 


Deer Mr. Wenn: 


In accordence with your conversetion last rriday 
with the writer and witn Mr. Harry Henke, Jr., we are 
-peranith. @ revised balance sheet of Tecoma 
bis belence sheet has teen 
revised to the extent of transferring g25,0c0.00 of the 


Northern vegetable Oile, Liaited,. loan to a capital esset 
of the Tacoma Vegetable Oile, Ine. 


3 We trust transfer of this loan end new delance sheet 
will now enable you to approve this facility. If eny 
further clerification is needed regarding the attached, 
kindly let m know. 


Very truly yours, 
TACOMA WEGETABLE <ILS, INC. 


M. M. Stewart 
Treasurer 
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PURVIS @ PARKER 
CERTIFIED PUBLIC ACCOUNTANTS 


— SECuMTIES BULOINe 
®. SPENCER PURVIS. C.RA SEATTLE |, WASHINGTON 
OCLOERT F. PARRER, C.K A. SCneca aa16 


April lk, 19% 


Tacuma Vegetable Oils, Inc. 
P.O. Box 1483 


Tacoma, Washingtoa 


Gentlewen: 


Pursuant to, your request we 4 mst Laces bu a 
revisei belance sheet of the Tac .m Ve : : 

revision was required ear a resilt. 
tne clotribution to the corporation's cepital. 


issiis Vib F& © 


We invite your particular attention to tre -lacility 
" account “DGS VS Me Pthaeh Vegetable Oils, Ltd." and tc the 
“Contributed Capital” account which appears io the cap! tal 
section of the enclosed statement. The action by the shareholders 
of the corporation is the authority for t:.is preserteation and is 
disclosed by a footnote to the Dalance sheet. 


If there are any questions regarc a, .<'s statement, ve 
would welcome your inquirg. 


Yours very truly, 


PURVIS & PARKER 


R. Spencer Purvis 





1668 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


PURVIS & PARKER 
CENTER MAME Rea HTTP 


TACOMA VRQRRABLE OILS, TBC. 
AMEE Shay 
peCweER 32,1955 (Rev-sed) 
Prepared Without Audit 


ASSETS 
Casa in banks ¢ 4 123-83 
Advances to Retlaw Holding, Ltd. : 8,947. 
Accounts receivable, dockage , _ 850.00 


Accvmlatea Book 7910.97 


Fised Assets: . Cost Depreciati.n Vaiue 
Plant end equipsent Pa35, 056.7. ger sss §e.7, SRT. 
-"*iee equipment : 3,062.89 92, 554. 2536.69 

_ Lavvretcry equipment 1,617.41 G2. 754.23 


wee oh oh 


Terminal equipasnt 


Qrenary conversion: - 

Machinery 

Electrical 

bailding alterations 7 

Labor end taxes on labor i : ji, 425.78 
Deferred accounts receivable 
Organization expense 

Totel Assets 


en ne ee ee eee ee ree ee 


Liabilities: 


Accrued property taxes end expenses 

Accrued interest 

Mortgemge payable 

due to Northern Vegetable Oils, Ltd. (Bote 1) 
Due to Burchard group 


Total liabilities 


Capitel: 
Capitel stoek outstanding ‘ . $4 /5, 09.00 
Contributed capital (Hote 1) — 25,200.00 
Deficit to December 31, 1955 (447,078.13) _ 52,922.87 


Total Liabilities and Capitel $273,965.83 


BOTES: (1) ‘The corporation officers advise that the oriuinal indebtedness of 
$40, 751.9% owing to the Morthern Vegetable Oils, Ltd. was actually 
owned pro rete by the shareholders of the Corjwratio.. ke ere also 
advised that on April 13, 1956 these shareholders contributed 
$25,000.00 of this indebtedness to the tepital of the Corporstics. 


(2) The above statement was prepared from books and records of the - 
Company together vith informesioa by corporate officers. Ho 
auditing procedures vere eaployed in the preperation of this 
statement. » 
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PURVIS ® PARKER 
DRONE HBG AOU TAM TS 


Tacoma, Vashingtoa 
Gentlemen: 


- We are enelosifg for your attention the ce 
ehest of Taccms 


This statement reflects the application of certain of 


es 
Taide Balance chest was prepared froe information 


Curei seed as amd from reeords sf the sorporstion vitbout 
iafegeptent verification by us. 


Yours very traly, 
PURVIS & PARKER 


het ae t te Ett & 
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Cae iy Sevie Srreivar rwrory nie 
Coapenation Foaw 68 
(3-24.84) Sete DEPARTMENT OF MGRICULTURE ¢ 


COMMODITY STABILIZATION SERVICE neat ed. mai 
ee Caco? cenPesation 
STATEMENT SHOWING ASSETS AND LIABILITIES uc We 


(svenaes weoce weea-cec sTemaas conTuacTs) 


— OS ee OO OO'_— 8— OOOO Sa eS 
1,6, Sad 6; and of tvteah genet 7. nd ® answer eply quastéons | to 4 imchuntve; if partner ruhip, questions 


1. Name TACOMA VEGETABLE. AILS, INC, eau ana 


Address 535. Dock Street - Tacoma, Washington... . 


2. Give names and addresses of officers as follows : Puget Sound Bank Building 


President. Charles D2. Hunter... Address Tacoma, Waship,ten..._. 
Baker Dock Company 


Vice President MoS. Woodward Address Feee hex HePDEOGESE parting 


__Haxxy_ Henke, Jr. Address Seattle, Washington. 
ey. Arlington Dock, Inc. 
Tressurer ___Melvin M. Stewart Addves Pier 56, Seattle, wWeshington 
openeg 2) . Baker Dock Company 
or lids . Addees Tacoma, Wapibogtoa pe, oP 
© Give escecee, oe rese vend fame tes belt DRESS SHARES HELD 


Ts alcove a5 
M. 8, *Goodwa mae Yh Eta S Bpatete os loue a tee 
ttorney at Law ss AB atove 
ile Stovact: aS k-&.Marehouse Operator Ar above Gu55 
ee ee eee ne nee .20- 
ke Bldgs = -0- 


Agtol 
4. Common stock p50 arp rnb Prin 5 304.000. Paid to $475,000 


Preferred stock shares par value _._..... sities 


‘nee $475,000 __ Rights, patents, tredomerte, “oo as '§.. 29s... 
lasved to cover : . s. -Q- 
CGsntat was teint 


a see metab aumubel Accel eetatitbael othe gustan eatudee ct Ghat Wham 


_-————...-...— Liabilities, § slpcdaioeaii. is 
At. ay! te tae 


7. What is your age? ............ 
. Married or 


wha 
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9. Stetement of Amet end Usbilitien 
commen assers ASSETS 


' Lass: Reserve for bed debte 


Merchandise tavemtery (how valved? Jon 

“ue corres censte, meetedtug Government soa erition (cemmernte) : 
D Aictnttietcdigstditcsinisieicniion 

= : > RRR SRE i i -c R 


1 


2 
3 
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Cusumes ano ner woes 


CeRrEr! WARE IE: 
insist ip ig, acuminata a 


payehié (escured) ———____, Gl 
na CINUUTON incre > cere eect 


Par I adrcrenrercmcnniinscasenmimnscicinasanibisbesiis snisntiminitanatanasiey 
i ee 
Bg eer tered apenas eae . wey a 

“4S SRR ET Une TES Quem: 


seme mre neem a re nee. | 
oe prey = mem we ae | ae ee ne ee ecmeeumnmenep cere 9 eee || 
. : . 


— nA TONGA IRL A NA 


Tera, cummawe usmuTm $e 


“= MAaioaes cis sceistestticcsitsieesnatncstncnssipamneetetinss Mai a cscs 
@TWER LIABILITIES (cemmonstey 
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PURVIS @ PARKER 
SRST) EE PURI aOEERI OTA Te 


Cash in banks 
Accounts receivable, dockage 


Fixed Assets: 


Plant and equipment 
Terminal equipment 


Organisation expense 


Total Assets 


we eens cee ee EATER ABD’ COPIA 
adi 


Liabilities: 
Dus to Burehard group 


outstending $475,000.00 
Comtributed capital (Hote 1) 40,752. 
Defieit tc April 96, 1956 ; . (480,985.23) 


5) s6.g 
i 
NOTS 1: ‘The corporation officers advise that the original indebtedness of 
$40,751.98 owing to the Borthera Vegetable Oils, Ltd. vas 
@ debt to a corporation owned pro rate by the shareholders of 2 
Sacoma Vegetable Oils, Ine. At valance sheet date, the shareholéers 


hed coatrituted the entire amount of this indebtedness to the capital *' 
eccount of Tacoma Vegetable Oils, Inc. 


Total Liabilities ené Capital 


fhe above statement. vas prepared from records of the cuspany together. 
vith information from corporate officers. NO auditing procedures 
vere employed ia the preparation cf this statement. 
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Uh Wee cor 6 Che Seat ae eee fre emeetien and bevy 7 


On what grounds do yes sloks enumption? 
a1. nen (Give pariet dowel) Poms 


is to : i actinic 
——~ — reveale 


12 secieuaeuuaieme ie co 
err opinion 

18. State net profit or lex for peried covered (item 11-item 12). GS In its ¢ 
to cons 


14, tate Ure name and boeation of bank er bamke with which benking business lo deme. and th 
ES 


is also fa 
: " o—Mashington—___-_ paragr; 
The Facifis Mational Bank of ‘Seattle - Seattle, Washington — 


cial sté 


sti casccarelelpeincs iin thinning itd “ae There ° 
Bulldings insured by ower, whales Fecitie / of the 


16. How mech fire insurance is carried? Cnbusdinen 02 On fixtutes, $7$,000.00 analys 
On merchandise stock, if any, $ Insurance full coverage on reporting policy. the cor 
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Mr. Naueuton. Mr. White, did the Department’s internal auditors 
make any comment concerning the approval of this facility ? 

Mr. Wuire. I do not recall that they did. They may have. 

Mr. Naueuton. You do not recall the audit report No. W (25) P-6, 
October 1, 1955 to December 31, 1955? This, of course, is by the 
Department’s own internal auditors. It states: 


Our review of warehouse applications processed during the audit period 
revealed that in the case of Tacoma Vegetable Oils, Inc., Tacoma, Wash., the 
commodity office approved an application for the storage of grain which in our 
opinion did not meet the requirements outlined in the applicable instructions. 
In its analysis of the applicant’s financial statement, the commodity office failed 
to consider that fixed assets had been set up at eight times their insured value, 
and that a working capital deficit of approximately $30,000 was reflected. It 
also failed to secure a current credit report, as required by Instruction No. 621-1, 
paragraph IV C, although the firm had recently been reorganized. Our review 
disclosed that Field Operations Division had been submitting applicant’s finan- 
cial statements to the Accounts and Reports Unit, Fiscal Division for Analysis. 
There were no written local instructions covering the respective responsibilities 
of the two divisions with respect to analysis of financial statements; also, 
analyses were sometimes made by a fiscal accounting clerk, rather than by an 
accountant in the Accounts and Reports Unit. We therefore recommended to 
the commodity office that: 

(1) A reconsideration be made of the approved grain storage agreement with 
Tacoma Vegetable Oils, Inc., Tacoma, Wash., in view of certain adverse elements 
in its financial statement, and the lack of current credit information; 

(2) Responsibility for analysis of warehouse storage applicants’ financial 
statements be fixed, and that the analysis be performed only by fully qualified 
personnel, 


Do you now recall that recommendation? 

Mr. Wuite. I am sorry, sir, I do not. 

Mr. Naveurton. Is this the first you have ever heard of that? 

Mr. Wurre. It can’t be. 

Mr. Naveuton. In your capacity did you not read those audit 
reports ? 

Mr. Wurre. I must have. The question is whether I can recall it 
or not. 

Mr. Picxarp. Mr. Chairman, in case the witness does not recall 
his response, may we have permission to put in the record the reply 
to the audit report, which the Portland office prepared? That is 
the customary procedure in handling these audit reports. They are 
submitted to the administrative people. They then prepare a reply 
to the audit reports. 

Mr. Fountarn. If you can offer for the record information indicat- 
ing what happened to this report, who saw it, and what action was 
taken, I think that would be appropriate. 

Mr. Picxarp. All right. 

(The information furnished is as follows :) 


Report or CSS Avupir W(25) P-6, Daten Fersruary 23, 1956—CHRONOLOGICAL 
SUMMARY OF HANDLING AND ACTION TAKEN 


This report related to commodity inventory management from October 1, 
1955 to December 31, 1955, in the Portland CSS Commodity Office and was 
prepared by the San Francisco area office of the Audit Division of th» Com- 
modity Stabilization Service. Among other things, the report recommended 
for consideration by the Portland CSS Commodity Office certain action with 
respect to the grain storage agreement with Tacoma Vegetable Oils, Inc., 
Tacoma, Wash. 
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1. The audit report indicates that the findings and proposed recommenda. 
tions were discussed currently with operating officials during the course of the 
audit. At the close of the audit, all findings and recommendations were dis- 
cussed on February 3, 1956, with the following officials of the Portland CSS 
Commodity Office: 

R. M. Sidney Harris, Deputy Director for Operations. 
John Wenn, Jr., Deputy Director for Management. 

John W. Schulte, Chief, Fiscal Division. 

Charles A. Oehler, Chief, Program Operations Division. 
Farnum A. White, Chief, Field Operations Division. 

The report indicates that these officials generally concurred in the findings 
and recommendations of the audit. 

2. On February 23, 1956, the original of the audit report was sent to the Di- 
rector of the Portland CSS Commodity Office and on March 2, 1956, copies of the 
report were distributed to the following officials in Washington, D.C.: 

Deputy Administrator, CSS, Operations. 
Deputy Administrator, CSS, Price Support. 
Fiscal Division, CSS. 

Grain Division, CSS. 

Livestock and Dairy Division, CSS. 

Oils and Peanut Division, CSS. 

Division of Audits, General Accounting Office. 

8. The Director of the Portland CSS Commodity Office addressed a memo- 
randum reply to the audit report on the date of March 15, 1956, which was 
sent to the Director, Audit Division, CSS, Washington, D.C., with copies to 
the Deputy Administrator for Operations, Washington, D.C., and the Chief, 
Area Audit Division, CSS, San Francisco, Calif. This is the memorandum 
reply which has been furnished to the Intergovernmental Relations Subcom- 
mittee for inclusion in the record. The initials “J. W.” beneath the signature 
of Earl C. Corey, then Director of the Portland CSS Commodity Office, indicate 
that this memorandum was signed for the Director by John Wenn, Jr., the 
Deputy Director of the Portland CSS Commodity Office for Management. 

4. On January 3, 1957, the Chief, San Francisco Area Audit Division, addressed 
a memorandum to the Director, Audit Division, CSS, in Washington, stating 
that “the report may be considered to be satisfactorily cleared.” 

5. On January 22, 1957, the Director, Audit Division, Washington, informed 
the Deputy Administrator, CSS, Operations, by memorandum that the Audit 
Division file on this report had been closed. 


Mr. Navueuton. Mr. White, I assume that the correspondence with 
the Tacoma Vegetable Oils people may have been prompted some- 
what by the objections of the internal auditors to the approval of this 
facility because we have these letters going out requesting a current 
financial statement, which apparently was some time forthcoming and 
when it came in was not certified. 

Now, how did they finally get approval? What changed in the 
interim? As I see it, their deficit was $380,000 in the beginning. It 
had gone up to $480,000 by the time they were reapproved. 

Mr. Founratn. When you refer to “deficit,” as I understand it, you 
are referring to the obligation of the company to its stockholders; is 
that right? 

Mr. Naueuton. It is an operating deficit. 

Mr. Fountatn. Stock which is owned by individuals in the com- 
pany which they have paid into the company and for which the 
company is obligated to the individual, depending upon the value of 
the stock; is that right? 

Mr. Harris. That is right. It shows the stock did not have the 
value it originally had. 

Mr. Fountarn. I never heard the term used that way before. 
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Mr. Naventon. If you have a corporation with $475,000 in capital 
stock and a $480,000 deficit, then the capital stock is worth less than 
nothing, is it not? 

Mr. Harris. That would appear to be so. There are a lot of 
things that are not included in a financial statement which are assets 
tothe company. 

Mr. Founrarn. Of course, where a company is inactive and has 
no funds on hand, or has very few funds, I think it speaks for itself 
as to the value of the stock. 

Mr. Naventon. An operating loss may have some value as an 
offset to income-tax payments, may it not? Can you think of any 
other purpose for keeping the books in this manner, instead of wiping 
out the inactive corporation and reorganizing, starting out with new 
stock ? 

Mr. Harris. I am no expert on reorganizing companies or buying 
up companies. I would not want to comment. 

Mr. Focunrarn. I would not attempt to answer that. Some of the 
experts have trouble. 

Mr. Naveuton. Mr. White, are you familiar with the operations 
connected with the approval of a second grain storage contract for 
the Tacoma Vegetable Oils firms? The first approval was in 1955, 
apparently. Now, in 1956 the contract came up for renewal, and 
apparently was renewed—are you familiar with the renewal? 

Mr. Wurre. Yes, sir. We had a new contract then. 

Mr. Naventon. What occurred to materially change the situation 
other than the letter from the bank assuring you of the substantial 
nature of the backers of Tacoma Vegetable Oils? 

Mr. Wurre. Mr. Naughton, you are trying to point out, I believe, 
that this company did not meet our basic requirements as far as 
their financial position was concerned. I feel that they did. I do 
not recall that they would need any basic change as you referred to 
in order to meet our requirements. I do not know what else I can 
say in that line, but all along we require every warehouseman that 
applies for a contract to store grain in our shop to meet the basic 
requirements. If we do not, it is through a human error and not 
through any ulterior purpose. You speak of what happened as a 
radical change to improve their position. I do not know what you 
are referring to. 

Mr. Naveuton. I am referring to the conclusion of your own in- 
ternal auditors that TVO did not meet the requirements. 

Apparently, if you did not question it, the auditors did. 

Mr. Wuire. To be very frank with you, you have caught me cold 
on this audit report. I do not have the slightest recollection of it, 
but I am sure in my own mind that we reviewed it at that time and, 
as far as I know, we have accepted Audit’s recommendations where 
they have been warranted. When we have not accepted them, we 
have stated our reason in our reply, and in our opinion it has been 
justified, But I will certainly be happy to submit for the record 
the reply that we made for this statement. 

Mr. Naveuton. Getting to specifics, which you may recall, you 
were trying to get a new financial statement from Tacoma Vegetable 





€. 684417 GT © 


- 
*~ 
« 
~ 
« 
- 
~ 
3 
~ 
. 
. 


1678 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


Oils. You sent three or four letters in which you kept asking for 
the form 68, and it was not forthcoming. Finally, one came in in 
February, did it not? 

Mr. Wurre. Yes, sir; I believe so. 

Mr. Naveuton. Did you examine that or did it come to your at- 
tention ? 

Mr. Wurre. I cannot say if I examined it or not. I presume I did. 
But we send them down to our Fiscal Division, which makes an ex- 
pert analysis and sends us findings. 

Mr. Naveuton. Was that accepted as satisfactory ? 

Mr. Wuire. I believe it was, sir. 

Mr. Navueuton. Think carefully on that. Wasn’t there a meeting 
held with people from Tacoma Vegetable Oils, after which time a 
revised statement was submitted ? 

Mr. Wutre. Yes. We have a letter here from Mr. Stewart that 
refers to a meeting that they had in our office prior to April 6, 1956. 

Mr. Navucuton. Was this meeting to discuss deficiencies in the 
statement filed with the letter of February 14? 

Mr. Wurre. It would appear so. 

Mr. Naveuton. So that the first form 68 that you got apparently 
was not satisfactory. You called the people in or they came in to 
talk about it. What occurred at that meeting and who was present?! 

First let me ask if you were there. 

Mr. Wurre. I donot know, sir. 

Mr. Naueuton. Don’t you remember whether you were there? 

Mr. Wuire. No, sir; I do not. I would guess that I was. We do 
not have a record of the meeting in here as to who attended it. 

Mr. Naueuton. Would you be able to tell which officers or directors 
of Tacoma Vegetable Oils were there or weren’t there? 

Mr. Wurre. Mr. Stewart, in his letter of April 6, indicates he was. 

Mr. NaueuTon. Was anybody else there? 

Mr. Wurre. I do not know, sir. 

Mr. Naveuton. Mr. Harris, were you at the meeting? 

Mr. Harris. I donot recall. I donot think so. 

Mr. Naveuton. You do not recall who was there or who was at the 
meeting ? 
ong, I do not recall who was at the meeting. I don’t recall 
the meeting. 

Mr. Navauton. The meeting did take place. We are clear about 
that ? 

Mr. Harris. This letter would indicate it. 

Mr. Fountain. What is the substance of this letter? 

Mr. Wurre. I will read it. This is from Tacoma Vegetable Oils, 
addressed to Commodity Stabilization Service, attention Mr. Farnum 
White: 

Aprit 6, 1956. 

Dear Mrz, Warre: In accordance with your conversation of last week with the 
writer and Mr. Woodward, we have had a subordination agreement prepared 
expressly subordinating the $40,751.94 claim of Northern Vegetable Oils, Ltd., 
against Tacoma Vegetable Oils, Inc. We had this subordination agreement 
prepared by Mr. Henry Henke, Jr., of Skeel, McKelvy, Nenke, Evenson & Uhl- 
mann, who read it to you over the telephone, and it is our understanding that the 


enclosed form is satisfactory, subject to your having it finally approved by your 
legal counsel. 
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We do not know how many copies of this document you will require, and we are 
therefore forwarding four executed copies and request that you return such 
number of the copies as you may not need. We will in all events desire to have 
one executed copy for our file. 

We also enclose the letter of transmittal of April 4, 1956, from Mr. E. R. 
Palfreyman of Northern Vegetable Oils, Ltd., confirming that the signatures on 
the contract fully bind Northern Vegetable Oils, Ltd. 

In our discussions when we were in Portland you stated that you would desire 
some informal confirmation by a bank officer indicating that funds would be 
available to Tacoma Vegetable Oils, Inc., to meet any of its operating require- 
ments. A letter was forwarded by Mr. Charles D. Hunter, Jr., under date of 
April 4, 1956, enclosing confirmation from Mr. C. H. Burroughs, assistant vice 
president of the Puget Sound National Bank of Tacoma, Wash. The share- 
holders of Tacoma Vegetable Oils, Inc., will make such advances as may be 
required in the operation of the corporation. The corporation will have income 
from dock rentals, services, and other operations, but to the extent that it needs 
funds, we assure you they will be promptly made available. 

We want to thank you and the other members of your office for the courtesy 
and consideration shown to us in placing these matters in order and we assure 
you that we will spare no effort to see that you receive service which is in 
every respect satisfactory. 

Very truly yours, 
TacoMA VEGETABLE OILs, INC., 
M. M. Stewart, Treasurer. 


Mr. Fountarn. Is there anything in that correspondence to indi- 
cate who was present at the meeting Mr. Naughton asked you about? 

Mr. Wuire. No, sir, there is not. 

Mr. Founrarn. You can supply that information to us. I believe 
Mr. Stewart is here. He may add to it. 

Mr. Wurrr. This would indicate Mr. Stewart and Mr. Woodward 
were present. Who else was I do not recall. 

Mr. Naveuton. Mr. White, do you know who owned the Tacoma 
Vegetable Oils? 

Mr. Wuire. Mr. Charles D. Hunter, Jr., owns 4,455 shares; Harry 
Henke, Jr., 8,910 shares; Melvin M. Stewart, 8,910 shares; Edgar N. 
Eisenhower, none; George M. Hartung, Jr., none. Those are the 
directors of the corporation. 

Mr. Naveuton. As I understand it, Hartung, Ramsdell, and Eisen- 
hower had one share each at the beginning but are now shown as 
having no stock? 

Mr. Wurtre. Yes, sir, as of April 21, 1960. 


-% Fountatn. Mr. Eisenhower was counsel for the firm, was he 
not 


Mr. Wuire. His firm was. 

Mr. Navcuton. That adds up to a total of 17,820 shares of stock. 
How many shares of stock are outstanding ? 

Mr. Wuire. It says common stock, 47,500 shares; par value, 
$500,000. 

Mr. Naveuton. Who owns the remaining stock in the Tacoma 
Vegetable Oil Corp., the majority interest ? 

Mr. Wurtre. I do not know, sir. 

Mr. Naveuton. According to Dunn & Bradstreet, 24,255 shares, or 
51 percent, was controlled by the Edna Trading Corp., a Canadian 
firm, and Retlaw Holding Co., a Panamanian company. Do you have 
any idea who owns the stock of the Edna Trading Co., or the Retlaw 
Holding Co. 

Mr. Wurre. No, sir. 
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Mr, Navueuton. So as far as you are concerned the ownership of 
the majority interest in Tacoma Vegetable Oils is unknown ? 

Mr. Wuire. Yes, sir. 

Mr. Carson. May I ask a question, Mr. Chairman ? 

Mr. Fountatn. Mr. Carlson. 

Mr. Cartson. With reference to the members of the law firm serv- 
ing as directors for Tacoma Vegetable Oils, is there anything unusual 
about such an arrangement, that is, attorneys serving as directors for 
client corporations? 

Mr. Wurte. I could probably say that we have lots of corporations 
where attorneys hold qualifying shares. 

Mr. Cartson. The relationship is not necessarily associated with 
beneficial financial interest in the corporation. 

The fact that an attorney is a director for a corporation may indi- 
cate nothing more than an attorney-client relationship; is that right? 

Mr. Wuirs. That is right. 

Mr. Harris. I have seen a number where some attorney has one 
share and he is on the board of directors. Particularly in some of 
these small corporations, they put him on as one of the officers be- 
cause he is handling the legal work. 

Mr. Smirn. But your record does not show who owns the majority 
interest in this corporation at all. 

Mr. Harris. We never go into that. We deal with a lot of com- 
panies. We are dealing with General Mills. To find out who all 
the stockholders are of General Mills would not mean anything. 

Mr. Smrru. In this instance the shareholders did not have anything 
to shield you from any financial risk. You are dealing with the finan- 
cial ability of the people involved so you should be very much in- 
terested in who owned the corporation, Isn’t that true, ‘Mr. White? 

Mr. Wuite. Certainly their net worth. But in addition we have 
them bonded to the corporation, to Commodity Credit. 

Mr. Smiru. They should have enough money to guarantee operat- 
ing capital, let alone shield you from risk. 

fr, Wurre. That is not an unusual situation, when a corporation 
has most of their assets tied up in property and equipment. 

Mr. Navecuton. You had no guarantee that Retlaw might not come 
in and take some action which is fiscally unsound without your know- 
ing who they are, did you? 

Mr. Wurre. That is right. 

Mr. Picxarp. Commodity Credit. Corporation cannot pursue the 
stockholders of a corporation for the debt of the corporation. For 
that reason CCC is not necessarily interested in the identity of all of 
the stockholders. Here, as Mr. White indicated, CCC required a de- 
ficiency bond because the net worth of the corporation was not ade- 
quate under the standards. The deficiency bond was in addition to 
the regular bond coverage. 

Mr. Fountain. You should be interested in who owns the con- 
trolling stock of a corporation because the minority stockholders are 
at a complete disadvantage if the controlling stockholders want to 
take action which they do not like. 
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Mr. Proxarp. Under CCC regulations and normal operating pro- 
cedures I do not understand that CCC is necessarily interested in 
knowing who the controlling stockholders of the corporation are, 
assuming, of course, there is no conflict of interest situation present. 

Mr. Smiru. According to the things you read as conditions of ap- 
proval, you are very much interested in their ability to perform the 
contract. If you do not know who the majority are, you do not know 
who controls the contract. 

Mr. Pickarp. Not necessarily all the stockholders in the corpora- 
tion, but the officers, directors, and managers of the corporation 
we are interested in; is that correct ? 

Mr. Wutrte. Very definitely. 

Mr. Fountarn. In other words, they apparently were speaking for 
the majority, too. 

Mr. Picxarp. Yes. 

Mr. Wuire. Yes. 

Mr. Smrrn. The majority of the stockholders can change the man- 
agement in 1 day so you are certainly interested in who the majority 
stockholders are. 

Mr. Navueuron. Are companies having grain storage agreements 
required to file annual statements of their financial progress, profit 
and loss statements ? 

Mr. Wurre. Not profit and loss. 

Mr. Navuecuton. Well, statements indicating—— 

Mr. Wars. Assets and liabilities. 

Mr. Navueuton. Did Tacoma Vegetable Oils file profit and loss 
statements once a year? 

Mr. Wurrer. I do not know, sir. Yes, they have one here. They are 
not required to do that. This one is dated as of March 31, 1960. 

Mr. Naveuton. They filed one annually, but instead of covering a 
full 12-month period, each of these statements appears to cover a 10- 
month period leaving 2 months missing so you had no way of knowing 
what happened in between. 

Have you any idea why they filed statements for 10 months and 
left 2 months vacant each year ? 

Mr. Wurre. No, sir. 

Mr. Naventon. With respect to physical equipment, CCC instruc- 
tions for warehouse approval, as I understand them, provide that 
approval shall be conditioned upon the warehouse meeting mini- 
mum standards. One of the prescribed standards is that the ware- 
house, and I quote, “must have the necessary equipment for han- 
dling, weighing, caring for, and storing the commodity to be stored.” 
~e what kind of weighing equipment did TVO have, if they had 
any? 

Mr. Wurre. I do not believe they had scales. I believe we accepted 
railroad weights there which we do at many of the warehouses. 

Mr. Naucuton. How many other warehouses have you accepted 
without weighing equipment? Three States is one. 

Mr. Wuire. A rough figure, we must have—— 

Mr. Harris. May om" there? 
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Mr. Navucuron. I don’t mean small country elevators. I mean 
terminal locations. 

Mr. Harris. I can think of Portland, Three States; they had 
railroad scales available to them, no scales at the house, Lawrence 
Warehouse, Kerr Grain at some of their houses, in fact, all of the 
houses except the Northwest Dock, I think, use railroad weights, 
ADM, at Connie Steel. Many of these flat houses do not have 
scales installed at the house. Stockton Elevators is another one. At 
their outlying houses they do not have scales. ‘They have scales in 
their export elevator. 

Mr. Naveuton. Don’t they have elevators connected with the op- 
eration which have scales within two or three blocks? 

Mr. Harris. Or a few miles, but there are also railroad scales. We 
have taken many weights on agreement with the warehouse that is 
shipping that we take a light and a heavy weight on the railroad 
cars. 

Those weights have been acceptable. 

Mr. Naueuton. The ones that you have mentioned, the flat facili- 
ties, were not most of those approved back in 1953 and 1954 when 
you had a tremendous demand for storage space and were waiving 
some of the requirements for approval ? 

Mr. Harris. We are still accepting some of those weights today. 

Mr. Navueuton. You are accepting the weights but since January 
1, 1956, when the storage situation had eased—I do not think it was 
ever critical after that time—how many facilities can you think of 
that were approved without scales besides Mr. Corey’s? 

Mr. Harris. Let’s look at some of these lists that show. 

Mr. Navenuton. Do you recall any offhand? You can submit the 
list afterward. 

Mr. Harris. I was trying to refresh my memory on some of these 
newer houses, California Milling, some of them were approved in 
1958, and here is one here. 

Mr. Naveuton. California Cotton Oil, do they have a scale? 

Mr. Harris. California Cotton Oil, I do not know what they have. 
You can say most of these flat houses that we approved, even the 
new ones today, do not have installed scales at the houses. It is not 
considered necessary, but they do have railroad scales within the 
switching limits. 

Mr. Naveuton. Would you please provide a list for the record of 
the facilities that have been approved without scales and indicate 
also whether those facilities had other houses in the vicinity which 
did have scales. 

Mr. Harris. Yes. Wecould submit such a list. 

Mr. Naveuton. This will give us those without scales. 

Mr. Harris. Do you want it in the country houses? 

Mr. Naveuton. No, just on the terminal locations. 

Mr. Harris What do you classify as terminals? 

Mr. Naventon. We can take that up afterward. 
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(The information requested is as follows :) 
PortTLanp CSS Orrice 
Storage in port areas, warehouses with no scales, Oct. 25, 1960 


CALIFORNIA 


Oakland Port District: 
Total —— capacity of area in bushels 
Encinal 
Stevenson Warehouse Co 


Total capacity of warehouses with no scales in 
the Oakland Port District. 


Los Angeles Port District: 
Total soyseves roved ogemis of area in aaa 
Stevenson Warehouse Co- -. 
V M Warehouse Co 


Flat-aerated_.. 
do. 


Pacific International Rice Mills. 


Total capacity of warehouses with no scales 
in the Angeles Port District. 


Stockton Port District: 
Total approved capacity of area in bushels. 
Total capacity of suspended warehouses in 
area in bushels. 


Continental Grain Co.. age = 
Delta Warehouse Co 


CRONIN TN a csc ecg cctsniiccnpgioinanncned 


Total one of warehouses with no scales 
in the Stockton Port District. 


Port of Stockton Grain Terminal! 
=r Elevators (under suspension)! 
eee eeewe comcccececcccescccccceccoccs. Bocce 


Total of warehouses ! 
OREGON 
Portland Port District: 


Total approved capacity of area in bushels 
Suspended warehouses 


BES838 


Lawrence Warehouse Co. (Swan Island) 


S 
sesessese 


re 
88 


Lawrence Warehouse Co. (3400 Northwest St. 
Helens Rd.). 


trial). 
Three State Warehouse (under suspension) 


Total capacity of warehouses with no scales in 
the Portland Port District. 


Kerr Grain Corp. (Oregon Shipyard) 2 


Kerr Grain Corp. eect Island) 2 
Kerr Grain Corp. (Southeast 11th and Linn St.) 2... 


Total of warehouses ?....... ipiinahiasts sp baintealecnciceilic tapi uaiinaintaibnasicdaaliigeimandl 


8 | 
g 


See footnotes at end of table. 
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Storage in port areas, warehouses with no scales, Oct. 25, 1960—Continued 


Code Type of Storage Capacity 
storage capacity 


WASHINGTON 


Seattle Port District: 
Total ren capacity of area in bushels 
Coast Storage Co. 
Eighty-Nine, Inc. 
Tacoma Vegetable Oils, Inc. 


Total ss of warehouses with no scales.|........|..---.----..--.- 2, 410, 000 
in the Seattle Port District. ———= 
Tacoma Port District: 
Total approved capacity of area in bushels. 
Arena Storage Co. 
Tacorna Vegetable Oils, Inc. 
Western Management Corp. 


Total capacity of warehouses with no scales_|.......-].....------..--- 
in the Tacoma Port District. 


Archer-Daniels-Midland Co.3__............-...--..- 81006 


Longview Port District: 
Total mene capacity of area in bushels 
Continental Grain Co.4 


1 These companies have scales at another warehouse in the Stockton Port District. 
2 This company has scales at another warehouse in the Portland Port District. 

3 This company has scales at another warehouse in the Tacoma Port District. 

¢ This company has scales at another warehouse in the Longview Port District. 


Mr. Naveuton. Had the Tacoma vente Oils plant ever previ- 
ously been used for bulk storage of grain ? 

Mr. Wuire. Yes, I believe so, by Shaffer Terminals, 

Mr. Naveurton. Was this the same facility ? 

Mr. Wurirez. No. I am getting them confused. Not.to my knowl- 
—s had not. 

“eee Did Tacoma Vegetable Oils have aeration equip- 
ment 

Mr. Wurre. No, sir. 

Mr. Naveuton. Did it have facilities for loading direct to ships? 

Mr. Wurrt. No. 

Mr. Naveuton. So when you were exporting grain, which was in 
Tacoma Vegetable Oils warehouse, in order to export it, you would 
have to load it out, take it to another elevator, and load it in and out, 
paying an additional in-and-out charge in order to get it aboard ship? 

Mr. Wurre. That isright. We have many such facilities. 

Mr. Nauecuron. Are there transfer charges in connection with such 
a movement, that is switching charges ? 

Mr. Harris. What do you mean by that term? 

Mr. Naventon. You have grain in Tacoma Vegetable Oils and 
you want to export it. In order to get it moved to another elevator 
which can load it on ship, do you have to pay the railroads? 

Mr. Harris. That depends upon its origin. Now most of the Mon- 
tana grain coming in has transit which you can use to move it over 
without any additional railroad charge. At one time we had full 
transit privileges on grain coming in from Washington and Oregon. 
In May of 1958, I think a change came through and the railroads only 
absorbed a part of the switching charge. However, we had an agree- 
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ment then that the warehousemen absorbed the rest of the switching 
charge, so it was moved free. 

Now there has been another change in these transit privileges where 
the railroads do not absorb anything. You have to refer back to your 
point of origin on your transit. 

Mr. Naveuton. Going on to the Western Management Corp., Mr. 
White, would you describe that facility for us? 

Mr. Wuire. It is a flat house. It is a building about 290 feet long 
by about 232 feet wide. 

Mr. Naventon. That is the physical plant. 

Mr. Wuite. Yes. 

Mr. Navueurton. Starting first with the financial aspect, what in- 
formation do you have concerning the ownership and activities of 
the Western Management Corp justifying approval ? 

Mr. Wurre. Western Management is a wholly owned subsidiary 
of the Western Realty Corp. 

Mr. Naveuton. Who are the officers of Western Management ? 

Mr. Wuire. The officers are Harry Speiser, president, James H. 
Wiborg, vice president, Harry Bonneville, Jr., secretary, and Dale 
L. Gaeth, treasurer. 

Mr. Naveuton. Do you have any information concerning the back- 
ground of those individuals? Had any of them previously been in 
the grain storage business ? 

Mr. Wurrs. Not to my knowledge, no, sir. Their manager, super- 
intendent of their grain operations, is a man well known to the Port- 
land Commodity Office for his ability in storing and handling grain. 

Mr. Naveuton. That is Mr. Ensley ? 

Mr. Wuire. Ear] Ensley; yes, sir. 

Mr. Naveuton. What is Mr. Ensley’s background ? 

Mr. Wuirr. He has been in the grain business for many years. He 
was a manager of the LaCross Grain Growers at one time, which 
has quite a string of houses. He was also manager of the River Grain 
terminals at Burbank, Wash., and he is now manager for the Western 
Management Corp. 

Mr. Naveuton. Western Management made an application some 
time in 1959, did it not, for approval of a facility for grain storage? 

Mr. Wurre. I have an application here dated the 2ist of May, 
1959. 

Mr. Naueuton. What is the address listed for the company ? 

Mr. Wuire. Box 1274, Tacoma, Wash., at that time. Their house 
is located at 15th and St. Paul, Tacoma, Wash. 

Mr. Naucuton. Did you get a Dun & Bradstreet report on this 
corporation ? 

Mr. Wuirte. Yes, sir. 

Mr. Navcuton. What did that indicate? 

Mr. Wuire. It says a Washington corporation chartered November 
3, 1958, with authorized capital of $50,000, paid in capital reported 
$5,000. It gives the history of the officers; local trade quarters have no 
record of this firm name as a seeker of commercial credit. Principals 
are well regarded locally and experienced businessmen said to meet 
their obligations in a prompt and satisfactory manner. 

Mr. Naueuton. Mr. Wiborg at that time was the president instead 
of Mr. Speiser. And I believe that the Dun & Bradstreet report in- 
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dicates, does it not, that the address of the firm as of April 20, 1959, 
was Mr. Wiborg’s residence in Tacoma? 

Mr. Wurre. It shows an address here of 6608 North 46th Street. 

Mr. Naventon. Yes; that is the same address listed for Mr. Wi- 
borg, and in his background—— 

Mr. Wurtz. Where did you get the information as to his residence? 

Mr. Naveuton. I think it was shown on the application, and we 
checked it in the city directory. 

It indicates that Mr. Wiborg was securities analyst and chairman 
of the board of the Western Plastics Corp., and also executive vice 
president and treasurer and a director of Washington Steel Products, 
Inc., in Tacoma, where he was employed since April 1955. I believe 
that none of the others except Mr. Ensley, who was the manager, 
had had any experience in the grain business, had they ? 

Mr. Wurrs. Not to my know! ‘ 

Mr. Naueuton. These are the officers of the corporation, the West- 
ern Management Co., but as I understand it, none of the officers owned 
any stock in Western Management Co., is that correct ? 

Mr. Wurre. Yes, sir. 
daar Naveuton. Who did own the stock in Western Management 


- Mr. Wurre. It is a wholly owned subsidiary of the Western Realty 
orp. 

Mr. Naveutron. Who owned Western Realty Corp. ? 

Mr. Wurre. I do not know, sir. 

Mr. Naveuton. Well—— 

Mr. Wurre. I have a list of their officers. 

Mr. Navenuton. Are they the same? 

Please give us that. 

Mr. Wuirs. They are the same. It shows their president is Mr. 
Wiborg; vice president, Mr. Gaeth; treasurer, Mr. Speiser; secretary, 
Mr. Bonneville. 

Mr. Navueuron. So you have no information as to who owns the 
beneficial interest in Western Management through ownership of the 


stock of Western Realty? 


Mr. Wurre. No, sir. 

Mr. Naveuton. As I understand it, your early report showed that 
Western Management had $5,000 capital stock paid in. Was there 
any indication that Western Management or Western Realty had 
ever done any substantial business of any nature before coming into 
CCC to get a grain storage contract ? 

Mr. Wuirte. Had done any substantial business of any nature? 

Mr. Naveuron. Yes. I am talking about the corporation, not the 
persons connected with it. 

Mr. Wuirte. This is Western Management ? 

Mr. Naventon. Yes. Had Western Management done anything 
else in its rather short history ? 

Mr. Wurre. Not to my knowledge. 

Mr. Navucuton. There was nothing in their financial statements 
to indicate very much business activity prior to their grain storage 
contract ? 

Mr. Wurre. No, sir. 
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Mr. Navucuton. Now, what were the facilities that Western Man- 
agement proposed to use for grain storage? 

Mr. Wutre. They were leasing a building. i ii 

Mr. Founratn. You have a lot of individuals who were going in 
the storage business for the first time, don’t you? 

Mr. Wuirte. Yes, sir. 

Mr. Harris. Our criteria is look at that manager. Has that man- 
ager who is going to supervise it—does he have experience in grain? 
Mr. Smiru. How do you know he is going to be the manager? 

Mr. Harris. The warehouseman has to tell us when he changes 
managers. If the new manager does not meet our requirements, we 
move the grain out. We hold that right. No responsible businessman 
is going to put an inexperienced grain man in charge, surely, because 
he is responsible for that grain in there. so 

Mr. Naventon. On that point, Mr. Harris, did you ever have an 
unsatisfactory experiences, other than the fire at Baker Dock, wit 
Mr. Woodward, who was the manager of Tacoma OilsCorp.? 

Mr. Harris. Yes; we had some bad experience with him at 
Mellwood. 

Mr. Naventon. Mellwood was the firm Mr. Hunter was connected 
with and Mr. Woodward was connected with. Would you describe 
what happened in that case? 

Mr. Fountain. You are coming back to the other? 

Mr. Naueuton. Yes. 

Mr. Fountarn. You are sort of mixing them up for the record. 
You are talking about Western Management and you are going to 
another one. For the record, we should stick to this before we get 
to another one. 

Mr. Naveuton. Can you give it briefly ? 

Mr. Harris. Do you want me to answer about Mr. Woodward ? 

Mr. Naveuton. Briefly. 

Mr. Harris. As I recall, this is from memory, when they had the 
Mellwood Corp., that I think was made up of the names of Mellinger 
and Woodward to make Mellwood. Mr. Mellinger came to our 
office and was concerned with Mr. Woodward’s condition. He was 
jt, Hag get the thing straightened out because he was not satisfied 
with Mr. Woodward. I do not like to bring up much on that because 
I understand Mr. Woodward is now dec 

Mr. Navucuton. Mr. Woodward was at the same time manager 
for Tacoma Vegetable Oils? 

Mr. Harris. I do not know if he was at the same time or not. We 
are going back into past history. 

Mr. Naveuron. If he was, your contract with them was not pre- 
dicated upon Mr. Woodward being the manager. 

I think we covered, did we not, the ownership of Western Man- 
agement? We have gotten down to the facilities. 

Mr. Navcuton. Would you describe the facilities that Western 
Management proposed to use? 

Mr. Wuire. They were flat houses. I have a copy of a lease here, 
executed between C. T. Eckstrom, trustee and the Western Man- 
agement Corp., for the use of his facilities for grain storage. They 
are the usual flat houses. 
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Mr. Naveuton. Was this the old Wheeler-Osgood plant in Tacoma 
or a part of it? 

Mr. Wuite. I believe it was Wheeler-Osgood. I see it is mentioned 
here. One ofthe conditions of the lease is: 

It is understood and agreed between the parties that the Northern Pacific 
Railway Track on the west side of said building serves not only the property 
herein agreed to be sold, but the remainder of the Wheeler-Osgood property 
and that the Union Pacific Railway Track on the east side of the said property 
serves not only the property herein agreed to be sold, but the remainder of the 
Wheeler-Osgood tract belonging to Optionor and Optionor, his successors and 
assigns hereby reserves the right to use said railway track without compen- 
sation * * *. 

Mr. Naveuton. Was Eckstrom signing as sole proprietor or was he 
signing on behalf of others? 

Mr. Wuirter. He was signing as a trustee. 

Mr. NauGuton. For whom was he trustee? Do you know? 

Mr. Wuire. No, sir; I do not. 

Mr. Naveuton. Mr. Harris, do you know? 

Mr. Harris. No; I do not, unless we can see if it is in this document. 
I do not even know who Osgood is. I do not see anything right off 
the bat here. 

Mr. Naueutron. You have no information about C. T. Eckstrom, 
trustee ? 

Mr. Wuire. No, sir. 

Mr. Naveuton. Did they have weighing facilities at the plant? 

Mr. Wurre. No, sir. 

Mr. Naveuron. Had this facility ever previously been used for 
bulk storage of grain ? 

Mr. Wuite. Not to my knowledge. 

Mr. Naventon. Did it have aeration equipment ? 

Mr. Wurrr. No, sir. 

Mr. Navecuron. Could it load directly to ships? 

Mr. Wuire. No, sir. 

Mr. Harris. Those same things are true of most flat houses. 

aan. Naveuton. What kind of fire protection did the Osgood plant 
have? 

Mr. Wuitr. They had satisfactory protection. 

(Discussion off the record) 

Mr. Founrar1n. How long was Mr. Naughton out in Washington? 

Mr. Wurre. I believe he was out there about a week. 

Mr. Fountain. How much time did he spend with you? 

Mr. Wuire. With me, personally ? 

Mr. Fountain. Yes. 

Mr. Wurre. About 2 or 3 hours. 

Mr. Harris. I do not know. 

Mr. Founrarn. Didn’t he discuss all of these things with you that 
he is asking about today ? 

Mr. Wuire. He asked a lot about them, but with no reason for those 
questions. 

Mr. Fountarn. You mean that was your opinion ? 

Mr. Wurre. Yes, sir. It still is. 

Mr. Naveuton. In order to correct the record, Mr. White, my 
recollection is that I was only there for about 2 days. It may have 
seemed like a week. 
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Mr. Wurre. Is that all it was, 2 days? 

Mr. Naventon. Yes. They were long days. 

Mr. Harris. But General Accounting has been out there for quite 
a while developing information for you. 

Mr. Founratn. The reason I asked that question is I can appreciate 
the difficulty when you are cold on a situation. I think it is difficult 
for you to answer questions when you are going back several years, 
and you haven’t refreshed your recollection. 

The only question I have is I don’t think you did your homework 
before you got here. 

Mr. Wuire. We tried to, but our homework was quite voluminous. 
We did the best we could under the circumstances. 

The fire protection on the examination report shows hand extin- 
guishers and sprinkler system and the Tacoma Fire Department. 

Mr. Naveuton. Was there actually a sprinkler system ? 

Mr. Wuire. Our examiner said so. I presume he is correct. 

Mr. Naveuton. I am not certain. That is why I asked the ques- 
tion. 

When was the application made for approval and when was the 
building approved ? 

Mr. Wuire. This application shows May 21, 1959. We have an 
approval letter dated June 30, 1959. It was apparently approved on 
the 30th of June 1959, 

Mr. Naveuton. When was the first grain loaded in? 

Mr. Harris. I think the original approval on the list shows ap- 
proved for storage October 26, 1958, on this list I have. We are 
talking Western Management ? 

Mr. Naventon. Yes. They didn’t have anything until 1959, I am 
sure. 

Mr. Harris. Received, period ending—wait a minute. I am on the 
wrong line. You are right. Approved for CCC storage July 27, 1959, 
and it shows received during the period ending October 15, 1959, 
436,000 bushels, That is what our listing here shows. 

Mr. Naventon. What date did you have as approved? 

Mr. Harris. July 27, 1959. 

Mr. Naventon. That must be the second house. 

Mr. Harris. That must be the second house. 

Mr. Navueuton. The first one had burned down before that time 
had it not? 

Mr. Wuite. Yes. 

Mr. Naventon. When was the fire? Was it June 20? 

Mr. Wuire. July 20 of 1959. 

Mr. Navcnron. It was approved on July 1? 

Mr. Wuire. Yes, sir. 

Mr. Pickarp. June 30. 

Mr. Wuire. It was approved June 30 of 1959 and burned on July 
20 of 1959. 

Mr. Naventon. How much grain had been shipped into the facil- 
ity by that time? 

Mr. Wuire. Our examiner reports that there was 35 cars of wheat 
in the warehouse at the time. It is expected that some of the salvage 
will be started this week or early next week. List of cars is attached. 


There were 35 cars of wheat. There are roughly 1,800 bushels to the 
car. 
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Mr. Naveuton. And there was more wheat on the track waiting 
to be loaded in at the time? 

Mr. Harris. There were several cars that burned. 

Mr. Naucuton. What is your policy when a fire occurs? 

Do you have an inspection made of the facility ? 

Mr. Wurre. Yes, sir. 

Mr. Naveuton. And you send a warehouse examiner to look it 
over ? 

Mr. Wuire. Yes, sir. 

Mr. Navueuton. Did you have a claim against Western Manage- 
ment as a result of the fire? 

Mr. Wuire. Yes. 

Mr. Harris. We always have a claim against them because they 
are covered with insurance. He collects from the insurance com- 

any and we bill him, then he pays us on his insurance proceeds. 

nder the uniform grain storage agreement he is required to have 
it insured for the full market value. 

Mr. Naucuton. Since there was quite a bit of wheat in there, you 
had a fairly substantial claim against the warehouse ? 

Mr. Harris. There wasn’t too much wheat in there at that time. 

What did you have, 35,000? 

Mr. Wurre. 65,236 bushels were in the house; 17,920 bushels on 
track, 9 cars. 

Mr. Naveuton. When was the payment made as a result of that 
loss % 

Mr. Harris. We would not have those records with us. That in- 
formation would be in our Fiscal Division where we keep our claims. 

Mr. Naveurton. Am I right in that it was a claim of something 
over $100,000 and it was finally paid off February or March of this 
year, after several letters? It was partially paid before that. 

Mr. Harris. I do not know. I know there was some scrapping 
with the insurance company and it was involved with those cars on 
the track; it was as to whether or not those cars had been construc- 
tively placed and whether or not it was the responsibility of the rail- 
road or covered by warehousemen’s insurance. There was a scrap 

oing on on that point. We have had a number of cases where we 
Cove had fires. These cases usually go into litigation to determine 
which people are involved. Insurance companies do not pay off 
right away. We hold off until it is settled because the contract calls 
for the warehouseman to turn the insurance proceeds over to us. 

Mr. Fountain. Is CCC a beneficiary under a policy on stored 

rain ? 
’ Mr. Harris. No, because it is commingled grain the warehouse- 
man insures it himself. Under the contract he has to reimburse us. 

Mr. Founrarn. Under the claim you have against the individual. 

Mr. Harris. Against the warehouseman. We have a claim today 
being held up because a great many insurance companies are in on 
the fire loss. They are scrapping about the distribution. They are 
trying to determine how much each company has to pay. 

Mr. Navcuton. Which one is that ? 

Mr. Harris. One down in California. It will be resolved. 

Mr. Naucuton. Do you normally have a Compliance and Investi- 
gation Division investigation made in case of fire? 


I 


Mr. . 
Mr. 
Mr. 
becausi 
narily 
is one t 
Mr. 
claim 
ments 
Febru: 
eral le 
Mr. 


insura 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1691 


Mr. Harris. We normally do not. 

Mr. Naveurton. Is it customary in some cases to have one made? 

Mr. Harris. In a case where we do not have the loss insured we do 
because we want to find out if somebody was responsible but ordi- 
narily under UGSA we do not because we are fully protected. That 
is one time we sell our commodity for full market value. 

Mr. Navucuton. The figures I have here indicate the Government’s 
claim was $174,184.83 and it was paid in full by four separate pay- 
ments which occurred on or about October 27, 1959, January 15, 1960, 
February 3, 1960, and March 25, 1960. I understand there were sev- 
eral letters apparently designed to speed up payment on this. 

Mr. Harris. We keep hounding them so they keep hounding the 
insurance companies. 

Mr. Fountain. That is normal. 

Mr. Naveuton. When your warehouse examiner went out to look 
at the Western Management Division after the fire, what was his 
recommendation concerning that facility ? 

Mr. Wuire. After the fire? 

Mr. Navucuton. After the fire. 

Mr. Wurre. I still do not think I know what you mean. He is not 
going to—I mean a recommendation for what? 

Mr. Naueuton. He recommends some action you should take one 
way or another or he reports he has found nothing significant? 

Mr. Wurre. You mean as to the cause of the fire and that sort of 
thing? 

Mr. Navueuton. Excuse me. I should say when Mr. Lionel Du- 
quette made the investigation, or the warehouse examination, he re- 
ported back to Mr. Preston Caldwell, I believe—is he in your Division ? 

Mr. Wurre. He is in our examination group. 

Mr. Naueuton. The warehouse examination was made on July 23, 
1959, which was, I believe, 3 days after the fire and on July 24, 1959, 
Mr. Caldwell apparently made a recommendation on the basis of the 
findings. What was that recommendation ? 

Mr. Harris. What was that last date? 

Mr. NaueuTon. July 24, 1959. 

Mr. Fountarn. In the interest of time, do you have a copy of that? 

Mr. Naveuton. Yes. Let me read it into the record. 

Subject: Report of fire, Western Management Corp., Western Grain Division. 
Tacoma, Wash., State No. 86, Code 61208. 


Attached is a copy of Warehouse Examiner Lionel L. Duquette’s examination 


of fire at subject facility. We recommend that this facility be suspended from 
the approved list. 


Signed by Preston F, Caldwell. 

What action was taken on that recommendation ? 

Mr. Wurre. I presume that we suspended it, but even if we did not, 
we couldn’t use it. 

Mr. Navueuton. Didn’t you in fact start loading grain into another 
building at the old Wheeler-Osgood plant within a week thereafter? 

Mr. Wurre. Yes, sir; we tried to work pretty closely with Mr. Ens- 
ley to get this other house approved so that he could start using it. 


He was in the process of buying the house before the fire occurred, 
as I understand it. 


64140—61— pt. 4-25 
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Mr. Naveuton. You are talking now about Western Management? 

Mr. Wurre. Yes. And I think that we had done considerable work 
to get it in shape before the fire occurred. Now Mr. Duquette, when 
he reported on the fire, said in his report: 


It is the warehousemen’s intent to continue the storage of grain. Measure- 
ments have been made at the new location and will be approved for capacity 
of 400,000 bushels. 


Mr. Naveuton. “Will be approved.” Had Mr. Duquette been told 
this would be approved the same as he was told on the facility we were 
talking about this morning ? 

Mr. Wurre. No. I think what he meant there, all requirements 
being met, it will have a capacity of 400,000 bushels. 

Mr. Naveuton. Wasn’t this the same period of time when Tacoma 
Terminals operated by Mr. Gee was being approved ? 

Mr. Wuirr. I think so. 

Mr. Naveuton. Is Tacoma Terminals located fairly close to West- 
ern Management’s plant ? 

Mr. Wuire. They are both in Tacoma. 

Mr. Navueuton. Isn’t it true wheat was being shipped in from Mon- 
tana to fill these facilities? 

Mr. Wurrr. I think that is correct. 

Mr. Naucuton. When the one facility burned down so it could not 
take this wheat from Montana, isn’t it correct almost immediately 
thereafter, despite a recommendation the facility be suspended, wheat 
was shipped in from Montana and put in that building? 

Mr. Harris. Going back to this—— 

Mr. Naveuton. Is that correct or not? 

Mr. Harris. I want to qualify it. I want to know if it is correct or 
not. Here is the report of July 23, 1959, giving the report on the 
fire. Here is one of July 22, the day before, and he is examining this 
new facility apparently and he ends up here: 


The above warehouse is recommended for approval. 


So I would gather that this other house was in the process of being 
approved when the other one burned. 

Mr. Founrarn. What was the date of that ? 

Mr. Harris. July 22, and the one on the fire was July 23. 

Mr. Naventon. Do you have an application in your files on the 
other house, for the other building? 

Mr. Smirn. When was the fire? 

Mr. Wurre. The fire was on the 20th, I believe. 

Mr. Fountarn. You had the same company, but a different facility ? 

Mr. Wuirte. Two different buildings; that is right. It is obvious 
that we would not store in the house that was destroyed. That was 
the one that Mr. Caldwell was recommending be suspended. 

Mr. Founrarn. Was the grain all destroyed in the fire? 

Mr. Wuire. Yes, sir. 

Mr. Fountain. This was new grain that went into the other 
building ? 

Mr. Wurre. That is right. 

Mr. Founrarn. Was that already on the scene or was it shipped 
there from Montana after the fire? 

Mr. Wurre. I imagine it was in transit. 
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Mr. Harris. Probably in transit or it was shipped afterward. I 
do not have the record on it. 

Mr. Naveuton. Let me see if I am correct, that the first facility 
was the plywood plant and the second was known as the door factory ? 

Mr. Wurre. We do not establish those identifications to them. 

Mr. Founrarn. The committee will stand in recess for 5 minutes, 

(A short recess was taken.) 

Mr. Fountatn. The committee will come to order. 

Proceed, Mr. Naughton. 

Mr. Naveuton. Are you informed, Mr. White, about the Wheeler- 
Osgood plant facilities? 

Mr. Wuite. Am I informed of it, or know about it? 

Mr. Naucuton. Have you ever visited it? 

Mr. Wurrte. No. 

Mr. Naueuton. Mr. Harris? 

Mr. Harris. I have seen where the fire was and the new building. 

Mr. Naveuton. When did you go up; at the time of the fire? 

Mr. Harris. I think it was in June of this year I was up there. 

Mr. Naveuton. Am I correct that there are two buildings there? 
One a the old plywood building and the other was a sash and door 
lant ? 

Mr. Harris. You mean between the one that was burnt—— 

Mr. Naveuton. Yes. 

Mr. Harris. They were two separate buildings, as I could see from 
the fire—— 

Mr. Navuenton. When did the application come in for the second 
building, the one to which grain was diverted after the first was 
burned ? 

Mr. Harris. I would have to refer that to Mr. White, but while he 
is looking that up, I am sure that that recommendation for suspension 
you referred to was the suspension for the house that burned. When 
a house burns, we suspend it because our reason for suspending is 
taking it off the list so the county ASC offices will not tell the farmers 
that that is an approved house and “you can ship grain to it.” 

Mr. Wuire. That application is dated July 22, 1959. 

Mr. Navecuton. The application for approval of the second facility 
did not come in until after the fire? 

Mr. Wuire. That is right. 

Mr. Naveuton. When was it approved? 

Mr. Wurre. It was approved July 27. 

Mr. Smirn. You said recommended for approval the 22d and that 
is the same day as the application ? 

Mr. Harris. Yes. He apparently was up there at the time. 

Mr. Naveuton. Who recommended it for approval? 

Mr. Harris. Mr. Duquette. That is the one we read a few minutes 
ago that we recommended for approval. 

Mr. Naucuton. He recommended the second facility for approval? 

Mr. Harris. Yes. On the 22d, and on the 23d he made his report 
on the fire. 

Mr. Navcuron. Did you change the numbers on that or how did 
that work out in adjusting from one to the other? 

Mr. Harris. What do you mean? 
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Mr. Naventon. In adjusting the contracts from the burned facility 
to the new facility? 

Mr. Harris. I do not know. 

Mr. Fountain. These contracts specify the facilities to be used? 

Mr. Wurrz. They maintain their same identity. The State gave 
both house numbers under State licensing. We maintain the same 
code, 61208. 

Mr. Harris. In our process of removing that from the approved 
list, it is in effect to reduce the capacity by the amount of the building 
that is burned. 

Mr. Fountain. You could not do anything else but remove it? 

Mr. Harris. No. 

Mr. Wurre. That is all. 

Mr. NaueutTon. How many facilities in this area were receiving 
substantial amounts of wheat from Montana during this period ? 

Mr. Harris. I have not looked. I do not have the record on that 
and I do not think it is here with me. 

Mr. Naveuron. Tacoma Terminals was probably getting the largest 
amount, was it not ? 

Mr. Harris. I would not know because I have not studied that rec- 
ord. I am sure I do not have it with me, but it seems to me that an 
analysis was made for the General Accounting Office on that Montana 
wheat. I know they were talking about it but whether it went 
there—— 

Mr. Naveuton. The GAO checked some warehouse receipts and 
ascertained that the wheat that was being shipped into the Wheeler- 
Osgood plant was coming from Montana and also they did the same 
thing for Tacoma Terminals. 

Mr. Harris. They were talking about getting an analysis where 
every car of that Montana wheat went to. I know it was going to 
be a terrible job and I do not know whether we did it or not. I do 
not think we would request that. 

Mr. Fountarn. What was the condition of the second warehouse 
approved? Was it flat storage? 

r. Harris. Yes. 

Mr. Wurre. Same type of building as the other one. 

Mr. Navcuton. Was a part of the originally approved facility be- 
ing torn down at the time the CCC grain was being loaded into an- 
other part ? 

Mr. Harris. I would not know. Which house are you talking 
about, the one that burned? 

Mr. Naveuton. The one that burned. 

Mr. Harris. Would your examination reports show that, or do we 
have it? 

Mr. Wuirs. What was the question ? 

Mr. Harris. Was a part of the building being torn down when we 
originally approved the house that burned down? It would be on 
the original approval. 

That was your question ? 

Mr. Navucuton. Yes. 

That is, were you putting grain in one end of the building while 
the other end was being torn down? 





INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 1695 


I asked that because a newspaper article from the Tacoma papers 
as of July 20, 1959, contains this quote: 

The fact that this year workmen began to tear down a part of the south end 
of the mill probably prevented the fire from jumping across 15th Street. * * * 

I am not sure this was the building the grain was being loaded into. 

Mr. Wuire. I do not know either. Someone connected with that 
company might be able to answer that. 

Mr. Fountarn. Mr. Wiborg is here so maybe we can ask him. 

Mr. Harrts. Yes. 

Mr. Naveuton. One further question. 

Did the Western Management Corp. have a commitment for any 
amount of CCC grain? 

Mr. Harris. No, sir. We do not make any commitments unless it 
is a written commitment. They have to be approved in Washington 
and we have not had any of those for several years. 

Mr. Naucuton. So that there was no assurance at all on the part of 
the Western Management that they would get grain for storage? 

Mr. Harris. No, but this could happen at a time when we were look- 
ing for storage. We could tell people, “Hurry up, because we have 
cars here we want to get rid of.” 

It would not be any commitment for any quantity. 

Mr. Naventon. Do you know whether grain from bins in Montana 
was being shipped ? 

Mr. Harris. I do not know anything about the Montana operation. 

Mr. Smirx. Do you not have a lot of empty ships in your area ? 

Mr. Harris. Yes, we have some empty ships. 

Mr. Suirn. So you are not worried about space for wheat now ? 

Mr. Harris. We have surplus space. 

Mr. Naueuton. You never had any real tight storage situation in 
the Pacific coast area since the middle of 1955 ? 

Mr. Harrts. 1955-56; somewhere in there. At times we have had 
tight situations as I explained this morning or yesterday, trying to get 
rid of cars. 

Mr. Navueuton. This was grain you were ordering from Montana 
and you could, to some extent, control that ? 

Mr. Harris. We were not ordering it in. They were receiving 
grain and they were shipping it to us. 

Mr. Naventon. Didn’t Mr. Corey make quite a number of recom- 
mendations that grain be shipped in from Montana? 

Mr. Harris. I told them and I heard him tell them that we could 
take grain. We had space. I made the same statement myself when 
we have been in meetings talking about the problems. I would say 
that we have surplus space that is available. I could make the same 
statement today. If we were discussing some other areas saying that 
they are hard up for storage space, and say we have plenty of space; 
in fact I would be derelict if I did not make that known. 

Mr. Naveuton. That, of course, is if they needed it and if a decision 
is made to justify the expense of shipment out there. You just want 
them to know it is available? 

Mr. Harris. Yes. 

Mr. Naveuton. This is not proposed as a suggestion they should 
take grain out of Government bins and ship it out to Portland be- 
cause the warehouse space is there ? 
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Mr. Harris. The decision is not mine. I will tell them that we 
can take the grain, which we can. I have heard Mr. Corey make the 
statement, “I will take everything off your platter.” 

aoe Naveuton. He was always willing to have it shipped out 
there ¢ 

Mr. Harris. Yes, sir; because we had space overall. 

Mr. Naveuron. Part of that space was in Three States? 

Mr. Harris. Yes. 

Mr. Navenron. If Mr. Corey had not recommended, and if Wash- 
ington had not agreed to unload the ships, in order to meet these 
export commitments, and consequently you had been very rapidly 
unloading these substandard facilities we have been mentioning and 
emptying out country elevators, and, in other words, emptying all 
the grain out of commercial elevators to meet these export com- 
mitments—— 

Mr. Harris. As I brought out this morning, if we did that and had 
not emptied the ships, we would have missed some exports. 

Mr. Naveuton. In the light of these circumstances in 1956, if you 
had been emptying everything in sight and at the same time had been 
ordering Hard Winkes Wheat, or somebody had been getting it 


brought in there, which was being put into two warehouses, one at 
the Three States, one at Tacoma Vegetable Oils, what do you think 
would have happened with respect to the operation at Three States? 
Do you think it would have lasted ? 

Mr. Harris. I do not quite get you there. You have me lost some- 
place. Say it again. 

Mr. Navueuton. When you emptied 25 million bushels of wheat 


from the ships in 1956 and 1957, this was wheat that otherwise would 
have been pulled out of commercial elevators, practically emptying 
everything in sight. In the light of that, if you had been fulfilling 
your export commitments from elevators instead of from ships and 
at the same time loading a million and a half bushels of grain into 
Mr. Corey’s facility at Three States, his lumbershed, which would 
have been the only facility there, presumably, getting grain, what 
would have happened ? 

Mr. Harris. If we had emptied out all of those other houses in 
the country, we would have oe them completely dry. We would 
have missed some exports and we would have additional wheat on the 
ships today. 

Mr. Naucuron. Don’t you think you would have had some people 
coming in noticing the fact that Three States was getting wheat when 
nobody else was? 

Mr. Harris. Yes; very definitely. You would have that because 
when we get a movement like we have had, the big movements, every- 
body is screaming for grain. If they think somebody is getting more 
than their share, they sure sound off about it. We were in a very 
fortunate position this last spring when we moved this out of the 
country to make room for the oncoming crop. We go out with a 
questionnaire in March and we say: 

How much do you have to ship out? 

How much do you have to ship out of your house to make room for the on- 


coming crop? How much could you keep and how much additional could you 
receive? 
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When we get those here in a bunch, that helped to get the grain out. 
All of that grain we moved directly into export houses because we had 
a demand for the wheat. Wedid not have to put any into transit 
position. They went directly in and in addition to that, we had addi- 
tional commitments. We went through and prorated against the 
warehouses pulling out a particular type of wheat we wanted. If we 
only had just a dribble, that we would have had to start putting into 
these transit houses, then we would have had one big squawk, because 
we would not have had enough to satisfy anybody. They would all 
have been squawking. This year we told them, “Sorry; we are not 
putting in any of these houses because we do not need you.” 

Mr. Smiru. What do you call a “transit house” ? 

Mr. Harris. This is where grain is stopped en route for storage. 
When you are moving by rail to one in the export house category, you 
are at the end of the line. These transit. houses vary from a block or 
so from the export house clear back into the country. 

Mr. Naveuton. Certainly if Mr. Corey had not been able to get his 
recommendation of ships to be unloaded approved in Washington and 
carried out, there is every likelihood he would not have been able suc- 
cessfully to fill his lumbershed at Three States with grain without 
notice reaching Washington; is that right? 

Mr. Harris. I do not know whether it would reach Washington, but 
apparently, from these figures I looked at this morning, we could 
have taken about 9.6 million more out of the country if we could have 

otten it all out. You do not ever get the pipeline completely dry, 
ut there would have been 9 saittion bauble of additional space that 
would have—— 

Mr. Naventon. When they saw it going yet their doors to Three 
States, they would have wanted to know why? 

Mr. Harris. They always do. 

Mr. Naveuton. They would have come to Mr. Corey and how long 
do you think it would have been before they came to Washington ? 

Mr. Harris. Not very long. 

Mr. Navucuton. The policy of unloading the ships was actually 
essential to this operation in Three States? 

Mr. Harris. Well, I do not—that is rather hypothetical. 

Looking back on the thing now, lots of times our hindsight is good 
but our foresight is not so good. 

Mr. Smiru. I do not see how you got by anyway, increasing the 
storage in TVO and Three States at the same time you were reducing 
it in others without complaints. 

Mr. Harris. This was in transit grain, put in these houses from 
Montana. 

Mr. Patmpy. Could I —_ just a moment ? 

Mr. Fountarn. Mr. Palmby. 

Mr. Patsy. On this hypothetical “if,” I would like to have the 
record show that as far as we are concerned in the Administrators’ 
office we, too, can set up some hypothesis that we may have found and 
stumbled on to Mr. Coreys’ situation sooner. The truth is that this 
did not happen. We are somewhat satisfied that we found it as soon 
as we did and we are further satisfied that this is the only case that 
we have. All I am saying is that a hypothesis of this nature, when 

uestioned about what we could have done, we could have done a 
ozen things. I wish we had. We did not, but we did find it. 
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Mr. Fountatn. That case has been disposed of? 

Mr. Patsy. Yes. 

Mr. Smirn. On this point, you seem to have a lack of interest in 
who owns these facilities and this is getting right back to the same 
thing. Here are undertakers, lawyers, doctors, and foreign cor- 
porations operating through a law firm in Tacoma, setting up a brand 
new corporation or getting into the grain storage business while others 
desire grain, but there is no attempt to find out who owns these before 
you deal with them. 

Mr. agra If you do find out who owns them, what does it mean 
to you 

What we are interested in is the financial status of the companies, 
facilities, and the most important is the manager. You could take 
a company that was owned just by a grain man but if he were a pure 
grain man and not a businessman, you could soon be in trouble. 

Mr. Smirx. Do you not think—— 

Mr. Harris. A man running an elevator must be a businessman, too. 

Mr. Suiru. Do you think it has any bearing on whether or not the 
Government should give him grain in preference to taking grain out 
of their own facilities? 

Mr. Harris. We have discussed that many times as to whether or 
not we can refuse to give them grain, under the Uniform Grain Stor- 
age Agreement, give it to a man if he meets all of the requirements. 
He will come in and tell you, “I am a U.S. citizen.” 

Are you going to freeze the grain trade where it is here in 1960, 
or 1950, or whatever it might be? 

Mr. Sarr. You do not know whether he is a U.S. citizen. In the 
majority of cases the man was not a United States—— 

Mr. Harris. It was a U.S. corporation. 

Mr. Smirn. The majority stock was not U.S. owned? 

Mr. Harris. Yes. I do not know about the big companies, who owns 
the stock in them. We have another company out there, Dreyfus, 
and they are a U.S. company but they are a wholly owned subsidiary 
of some foreign company. 

Mr. Naveuton. Do you presently have plans to load out these fa- 
cilities referred to as substandard some time back ? 

Mr. Harris. When we have the demand for the grain; yes. 

Mr. Navcuton. Are you going to stop making shipments into these 
particular facilities, such as the lumber sheds at Longview and Ta- 
coma Vegetable Oils? 

Mr. Harris. As long as we have need for the facilities we are 
planning on using them. 

. Nauenton. As far as you are concerned, then, Western Man- 
agement and other noncommercial facilities are going to be kept full 
as long as possible? 

Mr. Harris. Getting down to what is nonconventional—as brought 
out yesterday, 53 percent of our storage space is flat space and it is 
increasing all the time. If you consider the majority of the ware- 
house space as conventional maybe the upright is the nonconventional. 
I do not know. 


Mr. Naveuton. Mr. Harris, did anything ever happen in the last 
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Mr. Harris. No, sir. I think you asked Mr. White that, not me. 

Mr. Navueuton. Mr. White, you indicated that it was not the usual 
practice for reports on the fact that a facility happens to be all right, 
or nothing wrong with it, to be referred to the Storage Management 
Division Chief. 

I have a memo here dated June 7 and I understand the year is 1957, 
addressed to you by Mr. C. E. Johnson, which first states that Three 
States warehouses were examined on May 22. No exceptions were 
noted. Grain appeared to be in good condition. 

This is signed “C. E. Johnson,” and then I have a notice dated March 
22 from Farnum White to Earl C. Corey, Director, reporting on the 
fact that an examination, including inventory, was conducted at 
Three States and then it goes on to tell the results. 

Why would you be reporting directly to Mr. Corey on the examina- 
tion of Three States when there was nothing apparently wrong indi- 
cated by the examination ? 

Mr. Wien If I can remember correctly, I probably did that be- 
cause Mr. Corey asked me. 

Mr. Naveuton. So Mr. Corey did exhibit an unusual interest in 
Three States? 

Mr. Wurret. No, sir; it is not unusual. He has done it to other 
companies, too. 

Mr. Naveuton. Can you recall other companies he has indicated 
direct interest in? 

Mr. Wurrer. Offhand I cannot give you any names. 

Mr. Naveuton. Did Mr. Corey ever discuss TVO with you, Tacoma 
Vegetable Oils? 

Mr. Wurrer. Not to my knowledge. 

Mr. Navueuton. Western Management? 

Mr. Wuire. No. 

Mr. Naveuton. Did he ever discuss any of Mr. Gee’s operations 
with you? 

Mr. Wurrer. Oh, perhaps only to the extent of, “How are they 
getting along?” 

Mr. Naveuton. When that warehouse collapsed, when the wall col- 
lapsed, did you discuss this with Mr. Corey ? 

Mr. Wurte. I tried to keep him informed. 

Mr. Navucutron. When the roof of the ice arena was apparently 
suspected of being ready to collapse, did you discuss that with him? 

Mr. Wuire. I am sure that I did but I do not recall any specific 
conversations with him. 

Mr. Naveuton. There are indications that some of these facilities 
operated by Mr. Gee were loaded with grain in excess of the rated 
safety capacity. How did that happen? 

Mr. Wuire. I think that what you are referring to is the Milwau- 
kee dock facility in which a portion of it extends out into the sound. 
I think there was some limitation on the weight load of the portion 
that was over the sound but the two-thirds, or the majority, of the 
facility that was on land had an unlimited load limit. When that 
was called to our attention I think we asked Mr. Gee to remove a por- 


tion of his grain back over the solid ground and comply with the 
recommendation. 
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Mr. Harris. I think that I can explain a little bit on that. I re- 
member the general subject coming up and what was happening. 

The people up there diverting cars were not watching the capacity 
of the warehouse because you get down—— 

Mr. Naveuton. People? Do you mean Mrs. Higgins? 

Mr. Harris. Mrs. Higgins and her group; yes. Car diversion was 
in her group. They were not watching the capacity of the house. 
The argument was that we do not know how much commercial grain 
he has in there anyhow. We finally, at that time, said, “You have 
got to start watching it because when we “ in more grain than the 
capacity of the house, we know it is overloaded——” 

At that time we started watching the capacity of these houses, al- 
though I do suspect in the rush of diversion there could still be trou- 
ble in the warehouse. 

Mr. Naveuton. You spoke to Mrs. Higgins about not putting too 
much grain in Mr. Gee’s facility ? 

3 Mr. Harris. I do not remember Mr. Gee’s. We talked about all 
ouses. 

I think it was Mr. Gee’s that brought the matter to our attention 
and we were establishing a general policy. 

Mr. Navueuton. You also had overloaded conditions at Mellwood? 

Mr. Harris. I do not know. 

Mr. Naucuton. North Pacific Grain Growers ? 

Mr. Harris. I do not know. 

Mr. Naveuton. Mr. Chairman, I think we ought to put this mate- 
rial in the record to save time. These are audit reports to show the 
conditions that existed at some of the facilities we are talking about. 

Mr. Fountain. Without objection, they will be inserted at the ap- 
propriate place in the record. 

First, we have an excerpt from CSS or Audit Report No. W(25) 
P-13, Portland CSS Commodity Office, Portland, Oreg., covering the 
period July 1, 1957, to September 30, 1957. Without objection, that 
will go into the record. 

(Pertinent excerpts from the document referred to follow :) 


U.S. DEPARTMENT OF AGRICULTURE, 
CoMMOopITY STABILIZATION SERVICE, 
INTERNAL AvpIT DIVISION FIELD OFFICE, 
San Francisco, Calif., November 26, 1956. 


Report oF Aupit W (25) P-13, PortLanp CSS CommMopity Orricr, PorTLAND, OREG. 


CoMMopDITY INVENTORY MANAGEMENT, JULY 1, 1957, To SEPTEMBER 30, 1957 
oe * a J * * * 

B. To the Portland CSS Commodity Office—We recommended that: 

1. Followup be made concerning the adverse housekeeping conditions at the 
warehouse of Henry D. Gee Company, Tacoma, Washington; and, in the event 
that they are not corrected within a reasonable time, the firm be suspended from 
the List of Approved Warehouses. (See paragraph III D 2.) 

2. CCC-owned Hard Red Wheat in storage at Shaffer Terminals, Tacoma, 
Washington, be closely watched to prevent a serious insect infestation, until such 
time as a sales outlet develops when it can be economically moved. (See para- 
graph III D3.) 

a” of * we * * se 

D. Field Visits to Warehouses by Internal Audit Division Personnel.—We 
visited six warehouses storing CCC-owned grain or processed commodities. Ad- 
verse conditions were found at three of these houses. 
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1. On September 16, 1957, we visited the Arena Storage Company, Tacoma, 
Washington, to observe the 754,000 bushels of CCC-owned Hard Red Wheat in 
storage and general housekeeping conditions. This facility was a former ice 
skating arena, measuring 160 feet by 226 feet, which had been sufficiently re- 
modeled to provide emergency grain storage space. During our observation, we 
noticed that the upper sections of the roof trusses along one side of the building 
were either shattered or badly cracked. These were composed of 4-inch by 
16-inch beams, doubled, and joined lengthwise with heavy steel plates. Appar- 
ently the weight of the grain on the lower cross beams had strained the upper 
sections of the trusses sufficiently to cause the damage. It appeared that there 
was danger of building collapse with resulting damage to the wheat, and per- 
haps a heavy claim against the warehouseman. This was the same warehouse 
that we had mentioned in Audit Report No. W(25)P-9, dated January 3, 1957, 
as being considerably overloaded; and again in Audit Report No. W(25)P-10, 
dated March 8, 1957, in which we recommended that the approved capacity be 
reduced, and the wheat be leveled, so that proper inspection, fumigation, and 
turning could be done. In order to determine whether there was danger of col- 
lapse, We arranged for an inspection of the structure by City of Tacoma building 
engineers, together with representatives of the warehouseman. It was the 
opinion of the engineers that the roof would stay in position as long as the 
grain remained in the building but that there is a strong possibility that the roof 
might collapse when the grain is removed. Discussions with commodity office 
officials disclosed that only a limited market existed for the Hard Red Wheat 
stored here. In view of the limited market, and the fact that apparently there 
was no immediate danger of a building collapse, we made no further recom- 
mendation in this case. However, with the increased availability of conven- 
tional elevator storage space in this area, we believe, as we have previously 
recommended, that every effort should be made to empty emergency flat stor- 
age structures at the earliest possible date. (See Audit Report No. W (25) P-10.) 

2. On September 17, 1957, we visited the Henry D. Gee Company, Milwaukee 
Dock, Tacoma, Washington, to check housekeeping, and the condition of about 
335,000 bushels of CCC-owned Hard Red Wheat in storage. We noted an untidy 
general condition of the work floors, and of the dock adjoining the railroad 
spur. These housekeeping conditions were the worst we had ever seen around 
an approved warehouse. There were hundreds of open bags of screenings piled 
in aisles, and rubbish was strewn in all directions. In addition, there was a 
considerable quantity of surplus material under the same roof as the storage 
bins. We found the area containing the stored grain to be clean, and the grain 
appeared to be in good condition. Inasmuch as the workroom and elevating 
equipment areas were under the same roof as the storage bins, we felt that 
the rubbish, screenings, and surplus materials created a definite fire hazard, 
in violation of Instruction No. 621 (Grain)-1, IV, A 6-7. We therefore recom- 
mended that a followup be made concerning the adverse conditions; and, if 
they are not corrected within a reasonable time, the firm be suspended from 
the List of Approved Warehouses. 

3. We made a visit on September 17, 1957, to the Shaffer Terminals, Baker 
Dock, Tacoma, Washington, as a followup to our visit of June 6, 1957, at 
which time we found certain small areas of grain that were heating and infested 
with insects. (See Audit Report No. W(25)P-12, dated August 28, 1957, para- 
graph III D 2.) Commodity office records showed that the grain, consisting 
of about 121,000 bushels of Hard Red Wheat, was fumigated at the end of 
June and again about August ist. These fumigations were apparently not too 
successful, because we found on our September visit an area of about 20 
feet by 80 feet which contained considerable numbers of both grain weevils 
and bran bugs. At this time the insects were only in the upper layers of grain, 
but could spread rapidly under favorable conditions. In view of the likelihood of 
a continuing problem of keeping this grain in condition, we recommended that 
it be closely watched until such time as a sales outlet develops when it can 
be economically moved. 
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(The reply to the above audit report and other pertinent docu- 
ments supplied by the Department of Agriculture follow:) 


USDA CSS ComMopity OFFICE, 
Portland, Oreg., December 12, 1957. 
To: Director, Audit Division, CSS, Washington 25, D.C. 
From: Earl C. Corey, Director, Portland CSS Commodity Office. 
Subject : Audit Report No. W (25) P-13. 

Subject audit report dated November 26, 1957, covering Commodity Inventory 
Management recommended that: 

1. “Followup be made concerning the adverse housekeeping conditions at the 
warehouse of Henry D. Gee Company, Tacoma, Washington, and, in the event 
that they are not corrected within a reasonable time, the firm be suspended from 
the List of Approved Warehouses.” 

We have been issued Form 70 on the adverse housekeeping conditions in this 
warehouse and followup indicates that cleanup action is well underway. 

2. “CCC-owned Hard Red Wheat in storage at Shaffer Terminals, Tacoma, 
Washington, be closely watched to prevent a serious insect infestation, until such 
time as a sales outlet develops when it can be economically moved.” 

Our examiner issued a Form 70 pointing out a light infestation in this ware- 
house on September 27, 1957. The warehouseman fumigated in early October 
and subsequent examination was made in late October. The examination showed 
that the fumigation had been successful. No infestation could be detected and 
the grain was found to be in good condition. 


Internal Audit Division Field Office, CSS, 
San Francisco, February 24, 1958. 
To: D. J. Harrill, Director, Internal Audit Division. 
From: L. J. Roth, Chief. 
Subject: Audit Report No. W(25) P-13—Building Failure—Arena Storage Com- 
pany—My Memo Dated 11-29-57. 

Attached are copies of correspondence concerning the subject. We have not 
learned whether the proposed action will be satisfactory to the Tacoma City 
Engineers. 

[Handwritten note: Original and attachments in “Commodity Inventory 
Management” General File. FYB 3/10/58.] 


ARENA STORAGE CoMPANYy, 
Seattle, Wash., February 10, 1958. 
ComMopITry CREDIT CORPORATION, 
Portland, Oreg. 
(Attention of Mr. Earl C. Corey, Director.) 


Deak Sir: We enclose copies of two letters, one dated January 30th and one 
dated February 10th which we have received from the consulting engineering 
firm of Jepson & Styer, and signed by Mr. John C. Jepson. 

These letters are the result of a survey made of the Ice Arena building in 
which we have been storing wheat for some time, for your account. The exam- 
ination and subsequent report were made in answer to a letter written by the 
Building Supervision Department of the City of Tacoma, a copy of which was 
sent to you. 

As you can see, Mr. Jepson does not agree that there is any particularly 
alarming situation existent at the Arena Building. The only question he does 
bring up is that of shoring up two exposed trusses to prevent a potential trouble 
spot in the event of a snow load greater than 1 foot in this particular area. 
Unless an extremely heavy snow load occurs, there is no potential trouble at 
all. Our crew of men in Tacoma are on 24-hour call 7 days a week and in 
the event there is any snowfall whatsoever at any time of the day or night, we 
are prepared to move the snow from the entire roof as fast as it falls. 

We are in the process of making the corrective measures suggested by Mr. 
Jepson in his letter of February 10, according to the suggested method of ac- 
complishing the correction as shown in the copy of the drawing submitted. All 
of this work should be completed by the end of this week. 
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We agree that there will have to be some corrective measures taken as the 
wheat is removed from this building. A plan for such repair has been developed, 
and we anticipate no difficulty whatsoever. 

Yours very truly, 
ARENA SToRAGE COMPANY, 
By 


JEPSON AND STYER, 
Consulting Engineers, 
Seattle, Wash., February 10, 1958. 


Re roof trusses, Arena Storage Building, Tacoma, Washington. 
W. H. GEE, 

President, Arena Storage, 

Seattle, Wash. 


Deak Sie: In my letter to you of January 30, 1958, on the roof trusses on 
the above-mentioned building, I made recommendations as to the shoring of 
the center and north-end trusses to insure that they would support a full design 
snow: load. It may be that it is not practical to shore these trusses with the 
wheat now in the building. The weakness of these trusses is the split top 
chord. If the top chord can be repaired or reinforced so that its capacity to 
resist bending moment is increased, these trusses would support considerable 
snow load without need of shoring. A suggested method of doing this is shown 
on the accompanying drawing, SK1. The clamps and blocking should be ap- 
plied at approximately 5-foot spacings on the top chords where splitting has 
occurred. While this method would not restore the full strength to the top 
chord, it is felt that its value to resist bending and stiffness would be materially 
increased. 

It is my opinion that if the trusses were reinforced in this manner they 
would not fail under snow loads to be expected in this area. 

Very truly yours, 
JoHN C. JEPSON. 


JEPSON AND STYER, 
CONSULTING ENGINEERS, 
Seattle, Wash., January 30, 1958. 
Re roof trusses on Arena Storage Building, Tacoma, Washington. 
W. H. GEE, 
President, Arena Storage, 
Seattle, Wash. 


Dear Sm: Having examined the above-mentioned building and after due con- 
sideration I should like to make the following comments regarding the roof 
trusses. 

The building is reinforced concrete walls and columns with timber roof trusses, 
purlins, and roof. The building is 160 feet wide by approximately 200 feet long. 
The trusses span the 160 feet and are bowstring type being about 20 feet deep at 
midspan and are spaced at 20-foot centers. As I understand, the building was 
loaded to the crown with wheat in the early part of 1955. Shortly after the 
building was loaded, spliting started to occur in the top chords of the roof 
trusses and there was some sagging of the roof trusses. It is my understanding 
that the sagging has not been enough to cause roof leakage of any consequence. 
Part of the wheat has been withdrawn from the center and north end of the 
building approximately a year ago so that the level of the wheat in this area is 
well below the bottom chords of the roof trusses. These trusses have apparently 
sprung up somewhat from their deflected position and the splits in the top chord 
have closed so that at present they are of the order of one-eighth inch to three- 
eighths inch wide. These trusses are supporting the dead load of the roof at 
present. In the south end of the building the trusses are buried in the wheat 
and the splits in the top chord are quite pronounced, some of them open as much 
as five or six inches. 

It is apparent that, when the building was loaded to its crown with wheat, a 
substantial load of wheat was actually bearing on the bottom chords and webs 
of the trusses. Due to the gradual compaction of the wheat and the weight of 
wheat bearing and gripping on the bottom chords and web members, the top 
chords were split by the pull of the web members suspended from them. It 
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seems that the trusses were then partially supported by the resting on the com- 
pacted wheat. This condition still exists at the south end of the building. 

It is not practical to take measurements of the damage and make computa- 
tions or Getermine any exact values as to the remaining load carrying capacity 
of the trusses. One is somewhat guided by how these trusses have acted under 
loads imposed on them since their damage. 

As to the trusses on the south end of the building now buried in and partially 
supported by the wheat, it is my opinion that as these trusses have stood through 
two rather severe snowfalls for this part of the country in their present condi- 
tion they will support the roof as long as they are resting or buried in the wheat. 
These trusses should be shored by jacking against the wheat or by posts or 
other means as the wheat is withdrawn from below them. 

As to the trusses in the center and north end of the building not now sup- 
ported by wheat, these trusses apparently are adequately supporting the roof 
dead load. Since the top chord is split, and its ability to resist the bending 
moment imposed on it by the purlins at the midpanel is greatly reduced, it 
is questionable whether these trusses could support a full snow load. These 
trusses should be shored at every other panel point by eight- by eight-inch wood 
posts or equal to insure their ability to withstand a full snow load. Shoring the 
lower chord at greater intervals would impose excessive stresses in the web 
members at the points of shoring under full snow load. If it is practical to 
remove the snow from the roof rapidly by washing with a fire hose or other 
means as quickly as possible after the snow falls so as to prévent a depth of 
snow greater than a foot or so on the roof, it is my opihion these trusses would 
not need to be shored. 

In any case means should be taken to remove a heavy snowfall as rapidly as 
possible from the roof. 

If the building is to be used after the wheat is withdrawn, the trusses should 
be rebuilt. The top chords should be replaced. <A detailed examination should 
be made of the bottom chords, web members and joints to determine the extent 
to which they can be roused. 

Very truly yours, 


JoHN. C. JEPSON. 


DECEMBER 20, 1957. 
File No. 62. 


JOSIE RAZORE, 

c/o Greenlake Bowl, Seattle, Washington. 
TACOMA IcE PALACE, INCORPORATED, 
Tacoma, Washington. 


GENTLEMEN: It is our understanding that you are the owners of property 
located at 3801 South Union Avenue, Tacoma, Washington, formerly known as 
the Tacoma Ice Arena, now being used as a wheat storage warehouse. 

It has come to our attention that the roof trusses. supporting this building 
eet seriously damaged to the extent that collapse of the roof system is 
possible. 

We trust that you will submit to this department in the near future your 
plans for the prevention of further damage to the structure, together with 
plans for the repair of damage already sustained, and that adequate safeguards 


will be provided for the safety of those persons employed in the structure 
while repairs are being made. 


Very truly yours, 
L. P. STAMAN, 
Director, Department of Public Works. 
By Lester J. GIs, 
Chief, Building Division. 


INTERNAL AupIT DIvIsIoN, 


September 19, 1957. 
To: Earl C. Corey, Director. 


From: R. M. Alden, Auditor. 

Subject: Visit to Arena Storage Co., Tacoma, Wash., Warehouse Code 8~-1024. 
On September 16, 1957, Robert Coffus and I visited this warehouse to check 

on the condition of about 754,000 bushels of Hard Red Wheat in storage and 

on general housekeeping conditions. In our inspection of the grain, we noticed 

that the roof trusses along one side of the building were either shattered or 
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badly cracked. These are 4 inches by 16 inches double beams, and apparently 
the weight of the grain on the lower trusses had strained the upper ones suf- 
ficiently to cause the damage. 

We were seriously concerned that the building might possibly collapse, with 
resulting damage to the grain and perhaps a heavy claim against the ware- 
houseman. We, therefore, contacted the city of Tacoma engineers to see if 
they were available for an inspection of the building. Mr. Ewing, plant super- 
intendent, Henry D. Gee Co., an affiliated firm, gave permission for the engi- 
neers to enter the building. 

It was the opinion of Mr. L. J. Gillis, Chief, Building Division, city of 
Tacoma, and his two associates that the roof should remain in position as long 
as the warehouse continues to store the grain. He said that there is a strong 
possibility that the roof might collapse when the grain is removed. 

In view of the present limited market for wheat of this class, we can see 
no danger in its remaining at its present location; and as a result of our discus- 
sions with you, we are making no recommendation at this time. 


Mr. Fountarn. The other one is for the period October 1, 1955 to 
December 31, 1955 and it is headed “Excerpt from CSS Audit Report 
No. W (25) P-6.” 

(The document follows :) 


[Excerpt from CSS Audit Report No. W(25)P-6] 


PorTLAND CSS ComMopity OFFICE, PORTLAND, OREG. 
COMMODITY INVENTORY MANAGEMENT, OCTOBER 1, 1955 TO DECEMBER 31, 1955 


ec. Our review of warehouse applications processed during the audit period 
revealed that in the case of Tacoma Vegetable Oils, Inc., Tacoma, Wash., the 
commodity office approved an application for the storage of grain which in our 
opinion did not meet the requirements outlined in the applicable instructions. 
In its analysis of the applicant’s financial statement, the commodity office failed 
to consider that fixed assets had been set up at eight times their insured value, 
and that a working capital deficit of approximately $30,000 was reflected. It 
also failed to secure a current credit report, as required by Instruction No. 
621-1, paragraph IV C, although the firm had recently been reorganized. Our 
review disclosed that Field Operations Division had been submitting appli- 
cants’ financial statements to the Accounts and Reports Unit, Fiscal Division 
for analysis. There were no written local instructions covering the respective 
responsibilities of the two divisions with respect to analysis of financial state- 
ments; also, analyses were sometimes made by a fiscal accounting clerk, rather 
than by an accountant in the Accounts and Reports Unit. We therefore recom- 
mended to the commodity office that : 

(1) A reconsideration be made of the approved grain storage agreement with 
Tacoma Vegetable Oils, Inc., Tacoma, Wash., in view of certain adverse elements 
in its financial statement, and the lack of current credit information; 

(2) Responsibility for analysis of warehouse storage applicants’ financial 
statements be fixed, and that the analysis be performed only by fully qualified 
personnel. 

d. CSS Approvals, and Storage of Grain in Excess of Warehouse Safety Load 
Limits 

(1) We found that three warehouses had been approved by CSS for bulk grain 
storage in total capacities considerably in excess of the safety load limits recom- 
mended by public safety engineers. 

(a) In one case, namely the Henry D. Gee Co., Tacoma, Wash., the ware- 
house was restricted to 575 pounds per square foot, or a load limit of 790,625 
bushels of wheat, but it had been approved by the commodity office for 
1,000,000 bushels, which was 26 percent over the allowable limit. We found 
that CCC-owned wheat actually in storage in this house was 1,141,838 
bushels, or 44 percent above the safety load limit. 

(b) In the second case, the Mellwood Corp., Tacoma, Wash., was approved 
for grain storage of 600,000 bushels, whereas the allowable load limit was 
369,333 bushels, based upon 400 pounds per square foot. Both this ware- 
house and the Henry D. Gee Co. warehouse are built partially on piling 
over the waters of Puget Sound. 
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(c) The third case involved the Astoria, Oregon, State House No. 106 
of the North Pacific Grain Growers, Inc., in which we found a CSS approval 
for 1,000,000 bushels in a warehouse with safety load limit of 730,000 
bushels. Based upon a load limit of 600 pounds per square foot, the ap- 
proved capacity exceeded the load limit by about 37 percent. 

(2) In view of our findings in these cases, we recommended to the commodity 
office that: 

(a) The Uniform Grain Storage Agreements with the foregoing firms 
be amended in order to reduce the approved capacities to no more than the 
respective safety load limits of the warehouses involved ; and that all excess 
grain be moved to other storage locations ; 

(b) Field Operations Division review all storage agreements with firms 
having facilities on docks and wharves in order to be assured that none 
are approved in excess of safety load limits; and that names of warehouses 
So located be flagged so that Program Opérations Division may be guided in 
the issuance of loading orders, and in the routing of grain from railroad 
diversion points. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
CoMMopITY STABILIZATION SERVICE, 
AREA AupIT DIVISION, 
San Francisco, Calif., February 28, 1956. 


REPORT OF AUDIT W(25)P-6 
PortLanp CSS Commopity OFrrice, PoRTLAND, OREG. 
COMMODITY INVENTORY MANAGEMENT, OCTOBER 1, 1955, TO DECEMBER 31, 1955 
* He % * * * % 


II. RECOMMENDATIONS. 
* * * * * * * 


B. For Consideration by the Portland CSS Commodity Ofice—We recom- 
mended that: 

1. The approved grain storage agreement with Tacoma Vegetable Oils, Inc., 
Tacoma, Wash., be reconsidered, in view of certain adverse elements in the 
firm’s financial statement, and the lack of current credit information. (See 
paragraph III B1c.) 

2. Responsibility for analysis of warehouse storage applicants’ financial state- 
ments be fixed, and that the analysis be performed only by fully qualified per- 
sonnel. (See paragraph III B 1c.) 

8. The Uniform Grain Storage Agreements with two firms located on Puget 
Sound docks and one firm located on a Columbia River pier be amended to reduce 
the approved capacities to no more than the respective safety load limits of the 
warehouses involved; and that all excess grain be moved to other locations. 
(See paragraph III B1d.) 

4. Field Operations Division review all storage agreements with firms having 
facilities on docks and wharves in order to be assured that none are approved in 
excess of safety load limits; and that names of warehouses so located be flagged 
so that Program Operations Division may be guided in the issuance of loading 
orders, and in the routing of grain from railroad diversion points. (See para- 
graph III B 1 d.) 


* oH . * + * a 
III. Frnprnes. 
* * * * * * * 


d. CSS Approvals, and Storage of Grain in Eacess of Warehouse Safety Load 
Limits. 

(1) We found that three warehouses had been approved by CSS for bulk grain 
storage in total capacities considerably in excess of the safety load limits recom- 
mended by public safety engineers. 

(a) In one case, namely the Henry D. Gee Co., Tacoma, Wash., the ware- 
house was restricted to 575 Ibs. per square foot, or a load limit of 790,625 
bushels of wheat, but it had been approved by the commodity office for 
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1,000,000 bushels, which was 26% over the allowable limit. We found that 
CCC-owned wheat actually in storage in this house was 1,141,838 bushels, or 
44% above the safety load limit. 

(b) In the second case, the Mellwood Corporation, Tacoma, Wash., was 
approved for grain storage of 600,000 bushels, whereas the allowable load 
limit was 369,333 bushels, based upon 400 lbs. per square foot. Both this 
warehouse and the Henry D. Gee Co. warehouse are built partially on piling 
over the waters of Puget Sound. 

(c) The third case involved the Astoria, Oregon State House No. 106 of 
the North Pacific Grain Growers, Inc., in which we found a CSS approval 
for 1,000,000 bushels in a warehouse with safety load limit of 730,000 bushels. 
Based upon a load limit of 600 lbs. per square foot, the approved capacity 
exceeded the load limit by about 37%. 

(2) In view of our findings in these cases, we recommended to the commodity 
office that: 

(a) The Uniform Grain Storage Agreements with the foregoing firms be 
amended in order to reduce the approved capacities to no more than the 
respective safety load limits of the warehouses involved; and that all ex- 
cess grain be moved to other storage locations ; 

(b) Field Operations Division review all storage agreements with firms 
having facilities on docks and wharves in order to be assured that none 
are approved in excess of safety load limits; and that names of warehouses 
so located be flagged so that Program Operations Division may be guided 
in the issuance of loading orders, and in the routing of grain from railroad 
diversion points. 


(The pertinent part of the reply to the above audit report as fur- 
nished by the Department of Agriculture follows :) 


Marcu 15, 1956. 
To: Director, Audit Division, CSS, Washington 25, D.C. 
From: Earl C. Corey, Director. 
Subject: Report of Audit W (25) P-6. 

Subject audit report covered inventory management in this office during the 
period 10-1-55 to 12-31-55. The report contained eight recommendations for 
action by this office as follows: 

1. That we reconsider the Grain Storage Agreement with Tacoma Vegetable 
Oils, Ine., Tacoma, Washington, in view of certain adverse elements in the firm’s 
financial statement and lack of current credit information. 

These facilities are not now being used. Before they are used, a double bond 
will be required in accordance with existing instructions. Current credit infor- 
mation has been requested. 

2. That responsibility for analyzing financial statements be fixed and per- 
formed only by fully qualified personnel. 

Effective April 1, 1956, this work will be performed in the Field Operations 
Division rather than in the Fiscal Division. A GS-7 Grain Warehouse Exami- 
ner with an accounting background will make the analysis. 

3. That we amend Uniform Grain Storage Agreements with two firms to re- 
duce the approved capacity to no more than the respective safety load limits 
of the warehouses involved and that all excess grain be moved to other locations. 

There were indications that the amount approved under the agreements was 
considerably in excess of the safety load limits recommended by public safety 
engineers. We have started an investigation of this matter and present indica- 
tions are that the floor load may be sufficient to cover present approved capacity. 
We will continue this investigation and will reduce the Uniform Grain Storage 
Agreements to within safety load limits, if it is subsequently determined 
necessary. 

4. That we review all storage agreements with firms having facilities on docks 
and wharves in order to be assured that none are approved in excess of safety 
load limits. 

This review is now being conducted. 


Mr. Founrarn. Excerpt from report of audit P-10, dated March 
8, 1957, covering October 1, 1956, to December 31, 1956, will be made 
a part of the record at this point. 


64140—61—>pt. 4——-26 
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(The document follows :) 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
ComMMopItTy STABILIZATION SERVICE, 
AREA AupItT DIVISION, 
San Francisco, Calif., March 8, 1957. 


{Excerpt from Report of Audit W(25)P-10] 
PorTLAND CSS ComMopity OFFICE, PORTLAND, OREGON 


COMMODITY INVENTORY MANAGEMENT, OCTOBER 1, 1956 TO DECEMBER 31, 1956 


E. Unloading of Ships of the Reserve Fleets v. Continued Use of Emergency 
Flat Storage. 


1. In our last previous audit, W(25)P-9, we questioned the advisability of 
unloading ships of the Reserve Fleets, in view of the fact that CCC had mil- 
lions of byshels of wheat available in sub-standard emergency flat storage 
in the Western Area. The heavy costs of ship preparation, dredging, loading 
and towage are recoverable only if the grain is kept in fleet storage a relatively 
long period of time. Commodity office studies show that about two years 
storage time is necessary in order to recover these heavier costs. Once the 
ships are loaded and berthed, the month-to-month costs of maintenance and 
servicing are only about 8% as much as commercial elevator storage costs. 

2. We realize that the Charter Act creating CCC specifies that it is the “duty 
of the Corporation to the maximum extent practicable consistent with the ful- 
fillment of the Corporation’s purposes and the effective and efficient conduct of 
its business, to utilize the usual and customary channels, facilities, and arrange 
ments of trade and commerce in the warehousing of commodities.” (P.L. 806, 
80th Congress, 6-29-48, Sect. 4(h)). However, it appeared to us that few of 
the flat storage structures in this area now containing CCC-owned grain qualify 
under the classification of “usual and customary facilities”. Some are old 
cannery buildings, others are lumber sheds, airport hangars, dock piers, ship- 
yards, and in one case, an abandoned ice skating arena. Many of the minimum 
standards for warehouse approval were apparently waived in 1953 and 1954 
when there was an urgent need for storage space. 

3. Instruction No. 621 (Grain)-1, Par. IV A, provides certain minimum 
standards a warehouse must meet in order to qualify for approval. Included 
in these standards are provisions calling for sound construction, together with 
necessary equipment for handling, weighing, caring for, and storing of the 
commodity. Many of the flat warehouses, in our opinion, fail to meet these 
minimum standards, as evidenced by leaking roofs, lack of scales, and make- 
shift grain handling equipment such as drag lines. Although wheat has kept 
relatively well, large quantities of corn in certain of these houses have gone out 
of condition during the past year. While poor management has probably been 
the primary cause, we believe that the lack of adequate turning equipment, and 
the difficulty of effective fumigation, contributed to the deterioration of this 
grain. Whereas the keeping of grain in such flat storage has been a problem, 
it is noteworthy that the wheat in the ships has been maintained in excellent 
condition. 

4. Another provision of Instruction No. 621 (Grain)-1 states that, generally. 
a warehouseman should be able to completely load out his warehouse capacity 
in approximately 30 days. Although this is not an inflexible standard, our re- 
view, limited to the flathouses located at or near Northwest ports, disclosed 
seven houses that require from 60 to 200 days for loading out. These seven 
facilities had an aggregate storage capacity of about 29 million bushels of grain; 
and the individual loading out capacities were the ones shown in the warehouse- 
men’s applications on file in the Storage Management Division. In spite of these 
deficiencies, CCC pays exactly the same storage rates for flat storage as it 
pays for first-class conventional elevator storage. 

5. The warehousemen who provided urgently needed storage space in 1953 and 
1954, might well be commended for their efforts. However, the files indicate 
that it was distinctly understood by them, as well as by commodity office and 
Washington officials, that the flat storage facilities were approved only on an 
emergency basis. 
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6. We feel that CCC’s normal policy of striving for efficient and economical 
operation would seem to dictate that the wheat should be left in the Reserve 
Fleets until all of the readily available wheat from flat storage has been 
moved. We accordingly recommended by memorandum on November 26, 1956, to 
the commodity office that this be done; also, that all commodity office records 
and IBM listings of grain in emergency flat storage be distinctly coded so that 
the grain may be readily identified, with the view to eliminating such storage 
for CCC-owned commodities at the earliest possible date. We pointed out that 
there were in flat storage, millions of bushels of both Hard Red and Soft White 
wheat in the immediate vicinity of Northwest ports. As of November 26th, 
twenty of the 175 ships of the Reserve Fleets had been unloaded. 

7. A later review disclosed that CCC at January 31, 1957, was holding in 
emergency flat storage at Northwest port cities about 25 million bushels of 
wheat, or enough to fill 106 ships; of which 26 shiploads would be Hard Red, 
and 80 shiploads would be Soft White wheat. Some of this grain had been in 
storage since June, 1954. As of January 31st, thirty-eight Reserve Fleet ships 
had been unloaded, containing about 9 million bushels. If these thirty-eight 
shiploads had instead been ordered out of flat storage, CCC would now be rea- 
lizing a monthly saving on storage charges of more than $104,000. 


AvupIT DIvIsIon, 
November 26, 1956. 
Memorandum to: Earl C. Corey, Director. 
From: Thomas T. Osasa, Acting Audit Representative. 
Re: Unloading of ships of the Reserve Fleets vs. Continued Use of Emergency 
Flat Storage. 


When the Portland Commodity Office received authorization in August, 1956, 
for the unloading of seven ships from the Astoria Reserve Fleet, it was our im- 
pression that it would involve only those containing Hard Winter wheat. Al- 
though there were large quantities of Red Winter in storage at or near the 
Northwest docks, we could see some justification for unloading several ships 
because of the export sales commitments of about 64% million bushels of such 
wheat. 

However, in October 1956, the unloading of Astoria Reserve ships containing 
Soft White wheat was started. We fail to see the need for this program in 
view of the fact that CCC has millions of bushels of such wheat in emergency 
flat storage in this area. 

As examples, CCC has in the Portland vicinity about 4 million bushels of 
Soft wheat with Lawrence Whse. Co., Swan Island; about 3% million bushels 
of Soft, and 600,000 bushels of Hard Winter wheat with Kerr Grain Corpora- 
tion; and about 1.7 million bushels of Hard Winter wheat with Three States 
Whse. Co. In Longview, Wash., there are about 7 million bushels of Soft wheat 
in flat storage at Continental Grain Company. In Tacoma, Wash., there are 
1 million bushels of CCC-owned Soft wheat at the Milwaukee Dock of Henry D. 
Gee Company. Also, another million bushels of Hard Winter wheat at Arena 
Storage Company, and Tacoma Vegetable Oils, Ine. 

We consider most of this emergency flat storage to be distinctly substandard, 
although the cost to the Government is exactly the same as for 1st class elevator 
storage. In the interest of both economy and inventory protection, we believe 
that both Soft and Hard Winter wheat should be left in the Reserve Fleets 
until all the wheat from such flat storage has been moved. 

The current month to month storage cost for wheat in the Reserve Fleets is 
only about one-twelfth as much as the commercial elevator rate. The ships 
already unloaded have proven that the wheat in the Reserve Fleets is keeping 
remarkably well, in contrast to the more or less trouble with grain in flat 
storage. 

In view of these considerations, we recommend that: 

1. All commodity office records and IBM listings of grain in emergency 
flat storage be distinctly coded so that they may be readily identified ; 

2. The unloading of ships of the Reserve Fleets be discontinued, and 
priority be given to the movement of all grain from emergency flat storage, 
with the view to complete elimination of such storage for CCC-owned 
commodities at the earliest possible date. 
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(The pertinent exerpts from the reply to the above audit report and 
an excerpt from a subsequent audit report as supplied by the Depart- 
ment of Agriculture follow:) 


USDA CSS CommMonpity OFFIcE, 
Portland, Oreg., March 22, 1957. 
To: Director, Audit Division, Washington 25, D.C. 
From: Earl C. Corey, Director. 
Subject: Report of Audit W (25) P-10. 
In reply refer to: D-WLC. 


* * * * * * = 


Recommendation 5: The unloading of ships of the Reserve Fleets be discon- 
tinued and priority be given to the movement of all grain from emergency flat 
storage with the view to eliminating such storage for CCC-owned commodities 
at the earliest possible date. 

As stated in the report, we could not agree to the discontinuance of unloadings 
of the ships. Unloading is such a slow process that it would not be good inven- 
tory management, considering the present demand for grain. The Deputy 
Administrator for Operations, in giving us instructions on the new sales policy 
in his teletype 108 PD, March 8, stated that wheat stored in the fleet should 
be moved out as rapidly as possible, to place such wheat in position for sale for 
unrestricted use. 


% * * * 6 * * 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
COMMODITY STABILIZATION SERVICE, 
INTERNAL AUDIT DIVISION FIELD OFFICE, 
San Francisco, Calif., May 31, 1957. 


{Report of Audit W(25)P-11] 
PorTLAND CSS ComMoprry OFFICE, PORTLAND, OREGON 


COMMODITY INVENTORY MANAGEMENT, JANUARY 1, 1957, TO MARCH 31, 1957 


* * * s 4 x «= 


(TE Z) 


2. Our recommendation in Audit Report No. W(25)P-10, dated March 8, 1957, 
that the unloading of ships of the reserve fleets be discontinued, and priority be 
given to the movement of wheat from emergency flat storage, had not been adop- 
ted. In reply, the Director of the Portland CSS Commodity Office stated he 
could not agree to the discontinuance of unloading of the ships. He pointed out 
that unloading of the ships is such a slow process that it would not be good 
inventory management to discontinue these operations, considering the present 
demand for grain. Certain Washington office officials indicated in March 1957, 
their belief that the situation with respect to grain supplies in the Portland area 
would allow the unloading of both the emergency storage and the reserve fleets. 
Our review of the commodity office inventory records at April 30th has given con- 
siderable support to these beliefs. Compared with January 3ist, the wheat 
stocks in flat storage on April 30th had declined nearly eight million bushels, 
and about six million bushels had been unloaded from the fleets during this 
three-month period. Total stocks of wheat on the commodity office books had 
dropped from about 93 million bushels on January 31st to about 64 million 
bushels on April 30, 1957. There is reason to believe that grain stocks will 
continue to decline in the Pacific Northwest because of the sustained export 
demand, and the small takeover of grain this year by forfeiture of collateral. 


* oa * * * * * 
Mr. Picxarp. Mr. Chairman, will there also be made a part of the 


record the Administrative comments to these audit reports? Do you 
have those, Mr. Naughton ? 
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Mr. Naveuton. I have them, but if you would like to supply 
them 

Mr. Founta1n. We will put them in the record. 

Mr. Pickarp. Thank you. 

(In the interest of good continuity replies to audit reports have 
been inserted in the record following the reports rather than at this 
point. ) 

, Mr. Naventon. Are you aware, Mr. Harris, that there was a busi- 
ness interruption insurance settlement paid to the Western Manage- 
ment Co.? 

Mr. Harris. No. Business interruption ? 

Mr. Navcuron. Business interruption. 

Mr. Harris. That is the first I have heard of it personally. 

Mr. Naventon. Mr. White, had you heard that Western Man- 
agement collected a rather substantial amount in business interrup- 
tion insurance ? 

Mr. Wurre. No, sir. ~ 

Mr. Naveuton. Then I take it that no insurance adjuster, or no 
one connected with Western Management actually talked with you 
concerning any insurance settlement ? 

Mr. Wuire. Not that I recall. 

Mr. Harris. Not with me personally, but I know that down in our 
claims unit, they had correspondence back and forth with Western 
Management in regard to this, but whether someone came and talked, 
| could not say. 

Mr. Naucuton. I was thinking primarily of the business interrup- 
tion insurance rather than a CCC claim. 

Mr. White? 

Mr. Wurre. I recall nothing about it. 

Mr. Cartson. Mr. Chairman, this one document intrigues me. 
Speaking of the Arena Storage Co. in Washington, it suggests that 
the roof might collapse when the grain is removed. How does one 
get grain into a warehouse like that ¢ 

Mr. Founratn. Maybe Mr. Harris or Mr. White can tell us. 

Mr. Harris. They have equipment to bring it in. 

Mr. Fountaty. Would they put grain in a building in that con- 
dition ? 

Mr. Harris. What happened here is that this is a truss. They 
brought the wheat up over the bottom cord and then in the settling, 
that wheat pulled down on the cord and put an additional strain on 
it and cracked the upper cord. I was up there when it was in a 
cracked condition. 

Mr. Suir. The roof then is resting on the wheat ? 

Mr. Harris. No; it was partially. It was really the wheat resting 
on the roof truss. When they took wheat off, I understand it snapped 
back into position. I was not concerned with it because when we 
move the wheat out, if the roof should start to come down, bear in 
mind the roof was not leaking, it was repaired so there was no trouble 
from the standpoint of water getting into the grain but if, when they 
started to unload the wheat, it comes through here [indicating] and 
then that truss starts to come down, you come up with a prop and 
prop it up, and I think that was done. 
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The owner of the building is here and he can tell you more about 
the operation of that than I can. 

Mr. Naveuton. Mr. White, did that interfere with the inspection 
of the grain? 

Mr. Waurre. Not in our opinion, no sir. 

Mr. Founratn. The staff has prepared some background informa- 
tion on the Wheeler-Osgood plant and without objection it will go 
into the record. 

(The document follows :) 


BACKGROUND INFORMATION 


WHEELER-OSGOOD PLANT 


In September, 1951, according to press reports, the Wheeler-Osgood Co. of 
Tacoma, Wash., decided to go out of business because of reduced demand for 
doors and plywood and the difficulty of procuring logs in the Tacoma area. The 
company had been established in 1889 and had once been the world’s largest 
door manufacturer. In the fall of 1951 it had been closed by a strike and appar- 
ently had never reopened at full capacity. On September 25, 1951, President 
J. H. Gonyea announced sales of the assets of the Wheeler-Osgood Co. and a 
number of subsidiaries to interests represented by J. A. Pritzker, Chicago, and 
Archie Blair, Tacoma, for about $4.5 million. 

On October 6, 1951, it was announced that Paul W. Billings had been elected 
president of the Wheeler-Osgood Co. It was also announced that E. N. Eisen- 
hower had been named counsel for the company and that Billings and Hisen- 
hower had been authorized to complete the sale. March 31, 1952, was set as 
the final deadline for completion. 

A press report on February 25, 1952, stated that arrangements for the sale 
of the Wheeler-Osgood Co.’s Tacoma door and plywood company “for purposes 
of liquidation” for approximately $650,000 had beeen completed. This report 
stated also that: 

“The purchaser is believed to be Charles Eckstrom, president of the Monarch 
Door Co., but whether the sale was made to him alone or to a group represented 
by Eckstrom has not been announced. 

“Bckstrom Monday would neither confirm nor deny the reported transac- 
tions * * *, 

“It was stated on good authority, however, that the plant and equipment defi- 
nitely were sold for liquidation and that they will not be put into use again asa 
door or plywood factory * * *, 

“It is known that the Boeing Airplane Co. is considering operation of the 
plant, among seven other possible Northwest locations as a warehouse for its 
Seattle factory, but Boeing officials said Monday no decision has been reached 
on selection.” 

According to the 1952 edition of Moody’s Manual of Investments, the Tacoma 
plant covered a total of approximately 12 acres of ground and had 600,000 square 
feet of floor space. Storage, trackage, and yard space covered an additional 914 
acres. The plant address is 1216 St. Paul Avenue. 

On April 10, 1952, Boeing signed a lease with C. T. Eckstrom, trustee, for 
403,550 square feet of space, including some outside yard space. There was ap- 
parently no competitive bidding or advertising. The lease was drafted for 
Boeing by the legal firm of Holman, Mickelwait, Marion, Prince & Black of 
Seattle; E. N. Eisenhower acted as attorney for the lessor. Annual rental was 
$94,200 and total rental payments made by Boeing were $650,917.14. Since 99 
percent of Boeing’s income at the time the lease was signed was from Gov- 
ernment contracts, the Air Force paid more than $550,000 of the total rental. 

In September 1952, Boeing found that much of the Wheeler-Osgood floor 
space was suitable for loads of only 120 pounds per square foot, rather than 
the 400 pounds previously estimated. Exact records apparently are not available 
as to the extent to which the leased space was actually utilized by Boeing for 
storage, or the extent to which the lower load limit may have prevented planned 
utilization. In 1955 the lease period was extended until April 14, 1959. 
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WESTERN MANAGEMENT CORP. 


Western Management Corp. was chartered under the laws of the State of 
Washington on October 31, 1958. Western Realty Corp. was chartered on No- 
vember 5, 1958. Incorporators of both corporations were James H. Wiborg, 
Dale L. Gaeth, and L. R. Bonneville, Jr. At the time of incorporation, Wiborg 
was listed as having subscribed to 48 shares of stock in each corporation and 
the others as holding 1 share each. No information was given concerning other 
stockholders in either corporation. 

A statement of assets and liabilities dated May 19, 1959, but not filed with 
CCC until June 29, concerning Western Grain Division, Western Management Co., 
gave the following information: 


President: James H. Wiborg (management consultant), 6608 North 46th, 
Tacoma. 

Vice president: Dale L. Gaeth (manager, Western Plastics Co.), 708 North G., 
Tacoma. 

Secretary: L. R. Bonneville, Jr. (attorney), Washington Building, Tacoma. 

Treasurer: Dale L. Gaeth. 

General manager: Earl Endsley, 7410 South Tacoma Avenue, Tacoma. 


The May 19 statement indicated that no stock was held by any officers, and 
that all stock was held by the Western Realty Corp. No information was given 
as to the officers or ownership of Western Realty. Western Management’s ad- 
dress was listed as Post Office Box 1274, Tacoma. 

An April 20, 1959, Dun & Bradstreet report concerning Western Management 
identifies an interview with Gaeth as the source of information that the sole 
assets of the firm was $5,000 paid-in capital which was being used to meet cur- 
rent expenses and that Western Management was a “management firm, manag- 
ing various businesses” which was a wholly owned subsidiary of Western Realty. 
Later reports indicated that more capital may have been added. Further in- 
formation concerning either corporation was declined. The report listed the 
address of the firm as Wiborg’s residence and gave the following information 
concerning the officers: 

Wiborg: Born in Tacoma in 1924. President of Wiborg Manufacturing 
Co., 1946-50. Later employed in Seattle as securities analyst until forma- 
tion of Western Plastics Corp., of which he is chairman of the board. Also 
appears as vice president of Gensco, Inc., a Tacoma wholesale heating 
supply firm. Currently executive vice president, treasurer and director 
of Washington Steel Products, Inc., Tacoma, where he was employed since 
April 1955. 

Gaeth: Born 1918. Officer in International Timber Products, Ine., 
Seattle—1946-48. Manager and president of Fryer-Knowles, Inc., a build- 
ing materials firm in Seattle from 1951 to 1957. Since August 1957, presi- 
dent of Western Plastics Corp., Tacoma. 

Bonneville: Local attorney who acts as secretary and legal adviser to both 
Western Management and Western Plastics. 

A statement filed with CCC as of May 19, 1960, listed Harry Speiser, 1921 North 
Bennett, Tacoma, as president, Wiborg as vice president, and Bonneville and 
Gaeth as secretary and treasurer, respectively. Each of the four were listed 
as directors, but not stockholders, all stock still being held by Western Realty. 
Speiser is listed in the 1957 Tacoma City directory as an accountant at the Wash- 
ington Steel Products Corp. 


Mr. Fountarn. I might say that if there is no objection, other 
pertinent documents which may have been omitted with be inserted 
in the record later. I will ask Mr. Naughton to coordinate with Mr. 
Palmby and Mr. Pickard in the interest of being sure that any such 
insertions are factual. 

Thank you very much, gentlemen. 

You are Mr. Wiborg? 

Mr. Wisore. Mr. James H. Wiborg. 


Mr. Founrarn. Will you identify yourself for the record, Mr. 
Wiborg? 
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Mr. Wieora. I am vice president of Western Management Corp., 
and a director. 

Mr. Fountarn. Will you raise your right hand and be sworn? 

(The witness was sworn.) 

Mr. Naventon. Mr. Wiborg will you give us any information 
which you feel might be pertinent to add to what we have discussed 
on the operations of Western Management ? 


TESTIMONY OF JAMES H. WIBORG, VICE PRESIDENT, WESTERN 
MANAGEMENT CORP., TACOMA, WASH. 


Mr. Wieorc. I took a few notes during that and may I refer to 
those ? 

Mr. Naveuron. Fine. 

Mr. Wreore. First some discussion came up regarding management 
with people who are not acquainted with the grain business. [I first 
ran across the grain business in detail in doing an analytical job for 
some people in connection with an analysis of another company which 
had indirectly some knowledge of the grain business. I became inter- 
ested in analyzing that business myself, and this was in early 1959. 

Mr. Naventon. Excuse me. Who were those people; in which firm? 

Mr. Wieore. This was for a client of Western Management, but I 
would be happy, if you specifically want the names, to provide them. 
They are not in the grain business as such. 

Mr. Naveuton. Are they storing any grain? 

Mr. Wieorc. Not to my knowledge. They are in the transportation 
business. 

My first conclusion was that anyone who would go into the grain 
business must first have competent management, highly qualified and 
— management. 

hrough a department head of that business, I ran across Mr. 
Ensley and found he had had substantial experience in the business 
and if I were to consider making an investment in the business, I could 
not consider going ahead without someone of his ability. Conse- 
quently, I got in touch, or Mr. Ensley got in touch with me through 
this party. 

Mr. Naveuton. Through whom? 

Mr. Wieora. Through this department head in this transportation 
business. 

Mr. Naventon. Who was the individual ? 

Mr. Wreorc. A man by the name of Mr. Floten. He is in the trans- 
portation business. 

Mr. Naveuton. How do you spell it? 

Mr. Wrieore. F-]-0-t-e-n. 

Mr. Naveurton. Is that in Seattle? 

Mr. Wrieorc. No; along the Columbia River. 

He suggested if I were interested in the grain business, Mr. Ensley 
was a highly competent man who spent many years in it. Conse- 
quently, before looking at any facility or going further into it, I talked 
to Mr. Ensley and concluded that in the event we could locate a suit- 
able facility, we would hire Mr, Ensley as grain manager. 

Following that time, we finally did locate a facility, the Wheeler- 
Osgood property which is in the record. 
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The second point had to do with ownership of Western Realty 
which I am sure you are interested in. There are presently outstand- 
ing 8,001 shares of common stock in Western Realty. That is the 
only class of stock, and I own personally, beneficially, and of record, 
6,800 of those shares. 

I have four other young men who are associated with me who are 
competent managers and are in other small businesses in which I have 
an investment. These are all men in their early thirties and up to 
age 40, who each own 300 shares of stock. One of them owns 301 
and I think it comes to 8,001 shares. 

Mr. Naventon. Has the ownership of Western Management and 
Western Realty 

Mr. Wisorea. It has not changed since the incorporation. 

Mr. Naueuton. Since it has been incorporated, no one other than 
those you have indicated, and I think we have their names? 

Mr. Wisore. You do have their names, but I would be glad to 
repeat. 

Mr. Naveuton. Why don’t you go ahead. 

a Wieors. Dale L. Gaeth, Harry Speiser; he has no middle 
initial. 

Mr. Naveuton. He is now the president? 

Mr. Wreora. He is now the president. 

John C. Dimmer and Harry W. Lebranche. These happen to be 
young men associated with me in Washington Steel Proton, the 
company you mentioned, and were outstanding in their abilities. I 
wanted them to remain associated with me. 

I left Washington Steel Products on the date of the Dun and 
Bradstreet report you referred to. 

Mr. Naveuton. That was in 1955? 

Mr. Wieore. No; in 1958. 

Mr. Naucuton. We were talking about—— 

Mr. Wisora. No; I had left Washington Steel Products in Septem- 
ber of 1958 and I incorporated Western Realty and Western Man- 
agement in November of 1958. 

Mr. Navueuton. Your entry into the Western Realty Co. took place 
upon your leaving Washington Steel ? 

Mr. Wieore. Correct. 

Mr. Naveuron. You served at Washington Steel Products as execu- 
tive vice president ? 

Mr. Wieore. And director. 

Mr. Sir. You said beneficial ownership of the stock. 

What do you mean ? 

Mr. Wisorc. My ownership is in my own name for all of that 
stock, 6,800 shares. 

Mr. Suara. In other words, there is no one who owns any interest 
indirectly, either ? 

Mr. Wieore. No indirect interest except my wife. 

Mr. Dimmer, Mr. Gaeth, Mr. Lebranche, and Mr. Speiser each have 
stock options on some additional stock in the company, employee stock 
options. That is all the stock in any form and any commitment of 
any kind. 

Does that answer your question on Western Realty ? 

Mr. Smiru. Yes. 
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Mr. Wieorc. There is no change in ownership. 

Mr. Smiru. That clears that up. 

Mr. Wisora. Regarding fire loss on the railroad cars, part of this 
loss covered railroad cars since we could not determine successfully, 
after arguing with the insurance companies and discussing the situa- 
tion with Commodity Credit and with the railroads, with whom the 
final car ownership rested, we finally paid out of our own funds the 
remainder last year. I believe that the last payment you quoted 
there—we are still trying to reach an agreement or settlement with the 
railroads on this car. We felt that our obligation was to clean up with 
Commodity Credit and after finally reaching no settlement with the 
railroads and insurance company, we paid that out of our own funds, 
1,900-and-some-odd dollars, if I remember right. 

Do you have the record there? I do not recall offhand what it was 
on the fire losses, but I believe you mentioned the dates. I wonder 
if you could read the amounts? I believe the big amount was paid 
early and I think the first payment was a fairly large amount. 

r. Naucuton. It may have been; I do not recall. 

Mr. Wieore. I think the final two or three payments represented 
railroad cars in which we were having discussions on settlement. 

Mr. Naueuton. We can put the correspondence and the amount of 
payments in the record at an appropriate place. 

Mr. Wivora. Fine. 

The amounts paid and the dates deposited to the credit of the Port- 
land branch, Federal Reserve Bank of San Francisco are as follows: 
eds NO wean aan ae oem aa aeemaaa mee $136, 531. 92 

33, 644, 01 
2, 278. 32 
1, 988. 18 


PUN a ca a pen 174, 442. 43 


Mr. Wieore. In connection with facilities, just as background, you 
know that Mr. Eisenhower and the Eckstrom trustee had this 
Wheeler-Osgood property which we purchased and there was a large 
concrete hog tower on that property and to which anyone new to 
the grain business, that hog tower looked like it might be a grain 
storage possibility. 

I might explain a hog tower is hog fuel used in the plywood and 
lumber business in the Northwest. 

Mr. Navcuton. That is new to me. 

Mr. Wieore. This was a tower directly adjacent to the plywood 
mill. It was about 75 feet tall and somewhat similar to what you 
might imagine a concrete elevator to be except it was rectangular in 
shape. That was very evident and you could drive through Tacoma 
and see it from any distance. When Mr. Ensley was first brought to 
Tacoma and we started looking for some possible facilities, I con- 
tacted the C. T. Eckstrom trustee through Mr. Eisenhower and 

Mr. Naueuton. Was that the first time you met Mr. Eisenhower? 

Mr. Wreorc. No; I knew him for some time. 

Mr. Navucuton. Have you ever worked with him? 

Mr. Wieore. I worked closely with Mr. Eisenhower. I invited Mr. 
Eisenhower to go on the board of Washington Steel Products when 
I was its chief executive officer. I was attempting to build a public 
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board for that company and he was an outstanding contributor to 

that in his position of director. 

Mr. Navuecuton. Have you had any other business associations 
with him ? 

Mr. Wieore. I have worked with him on an analytical basis. I 
have had direct business relations with him and he has no direct 
interest in these companies. 

Mr. Naventon. How long have you known him? 

Mr. Wieorc. I met Mr. Eisenhower when his firm were attorneys 
for Washington Steel Products, and I met him first in 1955 shortly 
after I first came to Washington with Steel Products. 

Mr. Naucuton. You mentioned C. T. Eckstrom and Eisenhower. 
There are others, I understand. 

Mr. Wieore. I understand there are others in the group. 

Mr. Naventon. Do you know the names of the others ? 

Mr. Wieore. I am not personally familiar with the others in the 
group. I think it would be best to check that with the Eckstrom 
trustees. 

Mr. Navcuron. Have all of your contacts been with them? 

Mr. Wieore. Yes. 

Mr. Naueuton. They represent C. T, Eckstrom trustee? 

Mr. Wieorc. Yes; from our standpoint. 

Mr. Ensley commented that this was not a suitable facility, this 
tower. Asa matter of fact, it was totally unsuitable, but we happened 
to walk around the corner of this particular building and discovered 
this plywood plant which was a warehouse building, 126 feet, clear of 
span trusses. It was a big building about 170,000 square feet, all open 
space and high span. The one problem with the building was it had 
a wooden floor and would not take the required floor load, so we 
brought in a registered engineer firm by the name of Sitts and Hill 
and were advised by them it would not carry the required floor load. 

Mr. Naueuton. As I understand it, was it 120 pounds per square 
foot load, the load it would carry ? 

Mr. Wieora. No; there were two basic areas of floor. There was one 
flat shed on the east side of the building and one main section. In 
the main section, some of the areas were 250 or 300 pounds, but that 
was under the high-truss area. 

In the section you are referring to, it was a section never used in 
the building, about 120 pounds. 

Mr. Naventron. How large was that back section ? 

Mr. Wieorc. I would guess that was fifteen to twenty thousand 
square feet. Iam guessing now. 

Mr. Naveuton. Was that part of the portion being leased ? 

g Mr. Wieore. Yes; the whole portion had been leased by the Boeing 
0. 
Mr. Naveuton. I understand that but I am trying to visualize this 

physical layout and it is quite large. I understand that Boeing had 

under contract some 400,000 square feet of this space, but that there 
was actually 600,000 square feet of floor space. 

Mr. Wizore. The property had a number of buildings on it. Prior 
to our ever seeing the property, other than as a child driving through 
the flats, but prior to looking at the facility from the standpoint of 
purchasing it, a large section of what had been old, dry kilns, had 





1718 INVESTIGATION OF THE COMMODITY CREDIT CORPORATION 


been torn down. I do not know if those are included in that square 
footage or not, but there were three primary buildings on the property 
at the time we looked at the veneer plant, the wood plant, constituting 
approximately 100,000 square feet of which seventy to eighty thousand 
feet was under this truss area, and the rest in back. 

Mr. Navueuton. Was the plywood plant the portion you did not 
rent for storage? 

Mr. Wieorc. We never rented the property. That is a mistake in 
the information. We had an option to purchase it and that option 
required we purchase it under purchase contract. 

Mr. Naveuron. If I said rent, it was unintentional. 

Mr. Wrieore. I see. If we got grain and if it was approved and we 
got grain, as a part of our purchase contract we agreed we would 
spend a certain amount of money improving that property. We ac- 
tually spent a little over $60,000 taking up the wooden floor in the 
main area of the building and filling it with compacted dirt and run- 
ning test borings for all of the requirements of the loading, and pav- 
ing it with asphalt paving. 

Then we completed that building. As a matter of fact, some- 
where around the last week in June, and I can well remember Mr. 
Duquette came up. I first met Mr. Duquette about that time and he 
was examiner on that property and he was very tough. He would 
not permit us to—he would not allow our application to be completed 
until the last of the jack walls were up. We worked that last week- 
end trying to get the jack walls up. 

Mr. Naveuton. You should have gotten hold of the people who 
told him to approve Tacoma Terminals. 


Mr. Wreora. At any rate, we completed that building and, if I 
recall rightly, I remember these dates fairly clearly, on July 3 we 


exercised our option to purchase the building, and signed the pur- 
chase contract. I think it was July 11 we got our first grain. 

I believe it was July 19 that the building burned. 

Mr. Naveuton. What was the purchase price ? 

Mr. Wieorc. The purchase price of the building was $225,000. 

Mr. Naveuton. As it worked out, did the insurance company pay 
that as a part of the settlement ? 

Mr. Wieorc. You say asa part of the settlement? 

Mr. Navucuton. Was there some other burning? In other words, 
in addition to the plywood plant. 

Mr. Wirore. Yes, our building burned and an adjacent building, 
or a nearby part of the Wheeler-Osgood tract was sold to another 

arty. 
‘ That building also was destroyed by the fire. 

Mr. Naveuton. These newspaper reports are somewhat confusing. 
They talk about a portion of the facilities being torn down. 

Mr. Wreore. I wanted to correct that. The building had a wall 
along the south side of the area with not sufficient floor load. That 
is the area we did not use and, outside of that building, I think was 
a log conveyor, a multiple high building abandoned some years ago, 
and that was being torn down under a contract for cleaning up some 
of these remaining outbuildings that had existed on the property with 
C. T. Eckstrom. We purchased it subject to completing that con- 
tract to clean up those outside buildings. It was not part of the 
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building that actually burned and, except that you have a wall here 
[indicating], it continues on, and it was in that sense a part. It was 
divided by a wall. You could go into the plywood plant building 
and be totally enclosed in that building and any demolition work was 
outside of that building. 

Mr. Naveuton. So in effect two separate buildings were joined but 
they were tearing down one? 

Mr. Wixeorc. That is right. They were tearing down this deteri- 
orated building outside and also cleaning up some exterior work. 
They had to complete that as a part of our purchase contract. They 
were required to complete that, the people that had the contract. 

Mr. Navcuron. Now along that line, the door plant is the one which 
you subsequently acquired ? 

Mr. Wizeore. The door plant is the second building. 

Mr. Naucuton. When did you make arrangements to acquire that? 

Mr. Wixore. We first started looking at the door plant in early June, 
shortly after completing most of our construction on the plywood 
plant building and we had talked with Mr. Eisenhower and Mr. Eck- 
strom regarding purchase of that plant; I would say 3 weeks or 4 
weeks prior to the fire, some substantial time prior to the fire. We had 
reached a verbal agreement with them on the purchase of that plant, 
again under contract. 

About 2 weeks or 3 weeks prior to the fire, Mr. Duquette came by to 
examine our other building and in the routine part of getting the 
building ready and Mr. Ensley asked him to look at the property. 

Following that he said there would be no approval without floor 
load requirements being met, et cetera, so we had the same firm come 


in and make a study of the building for floor loadings. 

We had planned on moving ahead, getting that building ready so 
it would meet requirements and we accelerated that program. 

Mr. Naveuton. Had there previously been some sort of contract or 
discussions of sale of the door plant to another individual ? 

Mr. Wrieore. ae after Boeing left I think there was a discus- 


sion. I do not know that there was any discussion with the plywood 
company. There had been a discussion with the people that bought 
their building that burned down, some—— 

Mr. Navcuton. Was that Monarch Door? 

Mr. Wizorc. Art Lundgren. 

Mr. Naveurton. I do not know whether he talked about the door 
plant or not. 

Mr. Naueuton. Lundgren was buying the veneer plant ? 

Mr. Wieorc. No, the veneer and plywood plant are the same thing, 
just a different word. I will call it plywood plant. The plywood 
plant and the door plant we purchased, but Lundgren purchased—I 
don’t know what the name of the other building was. It was about a 
65 or 70 thousand square-foot warehouse building directly east of these 
two buildings. Those were the only three buildings on the property 
— for the St. Regis office building. 

r. Nauauton. How long was St. Regis in there? 

Mr. Wieore. St. Regis had been in there I think a year or two. 
= were there part of the time when Boeing was there. 

Mr. Navcuton. Sothey were in there—— 
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Mr. Wieorc. They were just in the office building. They have a 
small] office there. 

Mr. Navenron. In making your negotiations for purchase did you 
inquire into the assessed valuation of the Wheeler-Osgood plant? 

Mr. Wirore. Property assessment valuations? 

Mr. Naveuton. Yes. 

Mr. Wirorc. We collected property taxes. I don’t ever recall 
picking up specifically property assessed valuations. 

Mr. Naventon. Did you check into the reports as to how much 
had been paid for the facility in the first place? 

Mr. Wrieore. Yes. 

Mr. Naveuton. Do you recall—— 

Mr. Wieorc. In general terms. 

Mr. Naveuton. I saw $650,000 reported in the paper. 

Mr. Wieorc. I think that was the entire plant. I do not know 
how much of that was equipment, plant or what. 

A good deal or all or almost all of the equipment was sold at some 
prior date, I think even prior to Boeing moving in. 

Mr. Naveuron. In other words, after the assets were acquired, then 
some equipment may have been sold at that time? 

Mr. Wrrora. Yes, years back. 

The Wheeler-Osgood Co. went out of business in 1949 if I 
remember. 

Mr. Navenrton. I think they did not finally close until 1951. My 
understanding is they were closed by a strike in the fall of 1951 and 
that they decided at that time to sell the assets. 

Included in the assets they had some subsidiaries which were sold 
separately apparently. 

Mr. Wrrorc. I really do not know anything about that deal. 

Mr. Naventon. Just trying to explore this a little bit, if they paid 
$650,000 for all of the assets and then sold off some machinery, that is 
pretty valuable land down there they had left, is it not ? 

Mr. Wrrora. I would say the value has increased substantially over 
the last 10 or 15 years. 

Mr. Naveuton. Did the contract of sale have any effect upon the 
insurance settlement ? 

Mr. Wreore. There was a great deal of discussion about the concept 
of market value and date of fire versus cost price and we talked long 
and hard with the insurance company regarding that, including 
working with the General Appraisal Co., et cetera. 

The final settlement was based on reasonable fair market value at 
the date of sale after a good deal of compromising and fighting back 
and forth between ourselves and the insurance company. 

It was in negotiation like any fire settlement of that size is. 

Mr. Naventon. Which insurance company was the primary 
insurer? 

Mr. Wieorc. General of America. General had 43 percent of the 
building insurance and there were six other companies, I think, if I 
remember right. We are talking about building insurance now? 

Mr. Naventon. Yes. Of course, there was insurance on the grain 
and as I understand it several companies handled that. 

Did you also have business interruption insurance ? 

Mr. Wieorc. We did. 
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Mr. Naventon. And did you file a claim on that? 

Mr. Wieore. We did. 

Mr. Naveuton. What was the amount you collected on that? 

Mr. Wieore. We collected finally $75,000. 

Mr. Naueuton. Western Grain Division was established in May 
or was it back in 

Mr. Wisorc. No, Western Management was established in Novem- 
ber of 1958. 

We started this grain division in April of 1959. 

Mr. Naueuton. How much capital was invested in the Western 
Grain Division ? 

Mr. Wieore. $30,000 in cash was put into Western Grain. 

Mr. Naventon. Where did that come from ? 

Mr. Wieorc. Western Management—plus guarantees of Western 
Realty and myself personally on bank financing. 

Mr. Navuecuton. Did that come from stockholders or did some other 
people put money into it? 

Mr. Wieore. That money came from Western Realty. It was a 
loan from Western Realty. Western Realty had certain other assets 
from the date of its incorporation and that money came from Western 
Realty. 

Mr. Naucuton. Did Western Grain Division ever do any substan- 


tial business except the storage of grain at the Wheeler-Osgood plant ? 
Mr. Wirora. Western Grain? 


Mr. Naveuton. Western Grain Division. 

Mr. Wieorae. Western Grain did no business except the storage at 
Wheeler-Osgood. 

Mr. Naueuton. Did Western Management? 

Mr. Wieorc. They did some in the form of business analysis, con- 
sulting, et cetera. 

Mr. Navcuton. Was it on a smaller scale? 

Mr. Wieore. Than the grain business? 

Mr. Naueuton. Yes. 

Mr. Wieore. Yes, of course. 

Mr. Naventon. In other words, except for the grain business you 
could have done about the same thing as management consultants 
without being incorporated ? 

Mr. Wirore. Of course, that is true anytime. 

Mr. Naveuton. This was primarily a consulting service as far as 
the other aspects of it were concerned. 

Mr. Wieore. You are talking about Western Management ? 

Mr. Naventon. Yes. 

In addition to the $75,000, of course, you also collected a claim for 
the improvements that you put into the facility ? 

Mr. Wieorc. We did not get the full claim for the improvements. 

Mr. Naveuton. The $75,000 was to cover only lost profits, am I 
correct on that? 

Mr. Wisore. Profits and overheads: It covered profits and over- 
heads. 

Mr. Naveuton. How much would your overhead be at that plant? 

Mr. Wisore. I have a number of figures on that but I am trying to 
think back on what the total overheads were involved. Our overheads 
in that building were about—I am quoting out of memory—$65,000 to 
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$75,000 per year. I made a careful analysis and study of the grain 
business both before going into it and after going into it. 

Mr. Smiru. Did you conclude it is pretty profitable to get into the 
grain storage business? 

Mr. Wirore. My own conclusion is that it is a risk you could only 
afford to take in older properties in remodeling them where the value 
of the property itself was sufficient so that ultimate sale of the prop- 
ert wont warrant the risk. We examined several new properties 
and people brought us new properties to consider the building of new 
buildings. We invariably after analyzing them turned them down. I 
think the risk in the business is very high. I do not think anyone 
should go into the business. 

Mr. Smiru. Were these new buildings upright structures? 

Mr. Wreore. I am talking about brandnew steel or concrete build- 
ings. Our own analysis led us to the conclusion that you could not 
afford, recognizing risk in the business that your storage is on a day- 
to-day basis and you have nocommitment for storage. 

Mr. Founta1n. The greatest risk is in not knowing how long we 
are going to have the surplus. 

Mr. Wieorc. You have a number of risks. First, you are subject 
to the same risks the farmers are. If the weather turns bad, and we 
have had this experience in the Northwest, then your storage is down. 
You have the risk of export sales which could boom all of a sudden 
and reduce substantially. You have all the risks the farmer has and 
changes in the Government program from time to time. 

Our own analysis led us to the conclusion that the business was very 
high risk and the only basis you could go into the business was on a 
basis where the property values substantiated themselves over and 
above the grain business. I would say at present rates that is the only 
approach you could take. 

Mr. Navueuton. Supposing you had decided not to continue in the 
grain storage activity after the fire? Of course, your overhead would 
have pretty well stopped then, would it not ? 

Mr. Wieorc. You mean if we had quit the business entirely ? 

Mr. Navenron. If you had quit the storage business; yes. 

Mr. Wieore. You are referring back now to the business and oc- 
cupancy insurance and certainly the overheads were taken out of the 
occupancy insurance. 

For instance, at the date of the settlement in January occupancy 
was settled as a cost. There was an auditor for the insurance com- 
panies working for the better part of 2 months on the problem. 

Mr. Naventon. Did the $225,000 settlement on the building go to 
the Western Management or under the terms of the option did that 
go to C. T. Eckstrom? 

Mr. Wieorc. Under the terms of the contract the balance of that 
money, not the improvements, but the building contract value, went 
to the trustee. 

Mr. Navueuton. So that the $225,000 went to the C.T. Eckstromw 
group and that was handled by the General American Insurance Co 

Mr. Wreorc. General Adjustment Bureau handled the loss. Gen- 
eral America was the lead company. They had 43 percent. 

Mr. Naventon. There were several companies involved in the in- 
surance of the buildings? 
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Mr. Wieore. If I remember correctly, there were six other com- 
panies on the buildings. 

Mr. Naueuton. How many companies were involved in the busi- 
ness interruption insurance? 

Mr. Winore. Two. 

Mr. Navcuton. Which two were those? 

Mr. Wreore. I believe United Pacific and I don’t remember the 
other one. I can get them for you shortly. 

Mr. Naveuton. Are you affiliated at this time with the United 
Pacific Co. ? 

Mr. Wreora. I am. 

Mr. Naveuton. What is your position with them? 

Mr. Wieore. I am vice president of the parent company, United 
Pacific Corp. 

Mr. Navueuton. Do you or does any relative of yours own substan- 
tial blocks of stock in the United Pacific Corp. or the concerns which 
control it? 

Mr. Wieore. I own no stock personally. 

Mr. Naveuton. Is your wife’s father one of the major stock- 
holders ? 

Mr. Wigorc. My wife’s father owns a substantial block of stock in 
the company. 

Mr. Navueuton. When you first went into the business, where did 
you figure you would get grain? 

Mr. Wisore. Well, Earl felt that there was substantial movement 
of grain—Ear] Ensley—coming from the Montana area, and his hope 
was based on getting grain out of Montana. 

Mr. Naveuton. So he thought that maybe you could get some grain 
in from Montana? 

Mr. Wisorc. Yes. Then as the summer wore on, the crop situa- 
tion in eastern Washington started looking very good for white wheat 
and he was quite confident we could get some grain from eastern 
Washington, possibly even direct from private storage. 

Mr. Ravarron. Have you ever gotten any producers grain in for 
storage ¢ 

my Wrieorc. No. We did not have the facility after we filled the 
facility available at the end of last year. 

Mr. Naveuton. Have you ever had any wheat loaded out of your 
facility or has it been coming in and sitting there? 

Mr. Wrsore. We only had a small amount coming to the other 
building and that was burned and the wheat in our present building 
came in at the very last of last fall. To date we have had none 
loaded up. 

Mr. Naucuron. What is your present capacity ? 

Mr. Wieore. About 1,450,000. 

Mr. Naveuton. Did you have an additional building approved 
then? I understood the original approval after the fire was for 400,- 
000 bushels? 

Mr. Wreore. Yes, that is correct. That constituted the second and 
third floors of a portion of the door plant building, which were the 
areas that we had the engineering home examine. Thereafter we 
concluded that we would go ahead and improve that building and take 
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out the floor and pave the floor in that building and make substantial 
improvements, which we completed. 

I have forgotten the date now. 

Mr. Navcuton. How many employees do you have? 

Mr. Winore. We spent about, 

Mr. Naveuton. Go ahead. 

Mr. Naueuton. We spent about $153,000 less some salvage on tim- 
bers and stuff on that building. 

Mr. Naveuton. How many employees do you actually have in addi- 
tion to Mr. Ensley? 

How many employees are required to watch this grain? 

Mr. Wieorc. We have had, until very recently, a warehouseman 
and one helper and then as grain came in, when it came in, which was 
last year, we had of course a crew of men brought in for loading in, 
which ran sometimes as high as eight or nine if I remember right. 

Mr. Naveuton. How many do you have now besides Mr. Ensley? 

Mr. Wreora. We have only Mr. Ensley. 

Mr. Navueuton. Mr. Ensley is the sole working force? 

Mr. Wreore. That is correct, of Western Grain. He watches the 
grain. He has his overalls on and goes out and checks the grain. 
We have a small amount of grain in now and our grain operations 
are at a level which do not permit us to have any overhead. 

Mr. Naveuton. I see. Some of the grain has been loaded out? 

Mr. Wieora. No. We only had 372,000 bushels. That is all we 
ever had. 

That level of operation does not—it puts us in the red. 

Mr. Wieore. You started getting additional shipments around 
August of 1959? 

Mr. Wieore. Shortly after the fire, I guess. I do not remember the 
exact date. 

Mr. Naveurton. In the light of that, the fact that you only got 
that much grain, isn’t that $75,000 a rather large settlement? 

Mr. Wieorc. We had a great deal of discussion with the insurance 
companies, the General Adjustment Bureau in Tacoma handled the 
entire use and occupancy loss. We finally had our grain manager, 
Mr. Ensley, go through the entire eastern Washington country in late 
August to take pictures of White Wheat on the ground over there and 
discuss the situation with the warehousemen through the eastern 
Washington country and finally convince them that we would have 
filled the first building. 

We had about—I have forgotten the amount of bushels actually 
allocated to us at the time of the fire, but let’s say it was 200,000 or 
250,000. 

Mr. Naventon. You were promised 250,000? 

Mr. Wieorc. We were never promised any grain. 

Mr. Naventon. You had no commitments? 

Mr. Wieorac. Never had any commitments. There were cars mov- 
ing into our warehouse which had been diverted to our warehouse 
3 or 4 days peo to the fire, which would have—6 or 7 days, as the car 
moves out of whatever place it comes from. 

Mr. Naveuton. Who was responsible for the obligation ? 

Mr. Wieore. Mrs. Higgins, as I understand. 

Mr. Naveuton. Are you acquainted with Mrs. Higgins? 
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Mr. Wieorea. I never met her. 

Mr. Naveuton. Did you ever get any help from anyone in the CCC 
in the way of substantiation for your claim for business interruption 
insurance ? 

Mr. Wieore. Mr. Ensley asked if there was some way we could 
obtain, or if we would have had a certain amount of grain and he was 
advised that they could make no commitment at all; not that we could 
attain any grain; that the odds were good we would have had grain. 

Mr. Naucuton. Didn’t someone at the CCC in effect tell the insur- 
ance adjuster that your warehouse was going to be filled up? 

Mr. Wrieorc. My understanding was that the interpretation I had 
was that they said the odds were very good we would be filled up. 

Mr. Navueuton. We have had two stories on that. We have some 
somewhat differing information here. We have had testimony that 
there has not been a storage shortage in the Pacific Northwest since 
about late 1955, with perhaps minor exceptions in local areas. 

Mr. Fountatrn. Possibly 1956, I believe he said. 

Mr. Naventon. Yes. That was when they were unloading the 
ships. 

We have had all these empty ships out there since 1956. 

Did anyone in your operation or connected with it have any contact 
with Mrs. Higgins concerning the insurance settlement ? 

Mr. Wreore. I don’t recall that. Mr. Ensley, I believe, talked with 
her about whether or not we would have gotten grain. 

Now, you are asking me something that I just don’t recall. 

Mr. Navueuton. Who handled the details of the insurance settle- 
ment ? 

Mr. Wieorc. Mr. Speiser. 

Mr. Naueuton. You had nothing to do with it? 

Mr. Wreore. I handled nothing in connection with it. I did that 
because of the interest that my father-in-law had in United Pacific. 
I wanted to be completely divorced from it. I handled settlement 
of the building insurance and I worked on that until it was com- 
pleted and turned the other settlement over to Mr. Speiser. 

Mr. Naucuton. Was Mr. Eisenhower concerned with some of the 
insurance settlements on buildings? 

Mr. Wieore. When you say “concerned,” I do not quite follow you. 

Mr. Naventon. I suppose he would be concerned because C. T. 
Eckstrom was getting $225,000. 

Mr. Wieorc. He was getting money paid back on the property, 
of course. 

Mr. Naventon. Did he take part of it? 

Mr. Wieorc. They were named insured under the contract, C. T. 
Eckstrom, trustee. We were required under terms of the contract 
to pay insurance to C. T. Eckstrom, trustee. 

Mr. Naveuton. Have you ever examined the report of General 
Adjustment Bureau in regard to your settlement ? 

Mr. Wieorc. I am not sure which you refer to. 

Mr. Naveuton. The one on the United Pacific Insurance Co. 

Mr. Wieora. The settlement on them ? 

Mr. Naveuton. The business interruption insurance? 

Mr. Wieore. Are you talking about the proof of loss now ? 

Mr. Navcuton. No, the adjusters report. 
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Mr. Wieorc. No. I have never seen that, not tomy knowledge. 

Mr. Naventon. Are you familiar with what is in it? 

Mr. Wieore. No. 

Mr. Naveuton. I am going to read you a portion of this, which 
has an important bearing on CCC operations. 

Mr. Founratn. Let me say this: We are not concerned about how 
much settlement he got from the insurance company. 

Mr. Naventon. No. I want to ask him the basis of a statement 
that was quoted in the insurance adjuster’s report to see if we can 
get some information as to why it was made. 

Mr. Founrarn. It has nothing to do with his settlement. That 
is business. 

Mr. Naventon. We are concerned with the part of CCC in this. 

This is quoting the report of the adjuster. He is talking about 
an interview with Mrs. Higgins. 

We were particularly interested in car shipments by months, also the latest 
date of shipments. That information along with other analysis that has been 
made substantiated the fact that all available storage of Commodity Credit in 
this area was filled. Mrs. Higgins advised that had there been more space 
available in this area she is quite certain that that also would have been filled. 

Mr. Wreore. I did not know of that. 

I do know that the insurance people checked on the date at which 
grain would start moving again in the spring normally into ware- 
house and at that date, which was 2 or 3 weeks earlier than we 
claimed it would, from the experience in the past, that Ensley had 
had in the past, at that date they terminated the U. & O.—that is 
the cutoff date they use. 

I know they checked on that. 

Mr. Naveuton. These shipments were coming from Montana. I 
wonder what assurance anyone had they would continue to come. 

Mr. Wreorc. That is the risk in the grain business. The great 
proof we had in settling our use and occupancy insurance was built 
around the fact that probabilities were good we would fill the build- 
ing. They were ae from the total amount of grain we received in 
the first plus the second building, good from the fact of grain being 
over the ground, White wheat in eastern Washington at that particu- 
lar time. We built our case to a great extent on a full album of pic- 
tures and extensive trips that Ensley took all the way into eastern 
Washington and Montana. 

Mr. Naucuron. Of course, you would have had to depend on Com- 
modity Credit Corporation to ship that down to you, wouldn’t you? 

Mr. Wieore. In our original analysis in the purchase of the sec- 
ond building we felt, or Ensley did feel, that there would be some 
farm storage of grain that he could acquire. 

Mr. Naveuton. Are most farmers out there members of co-ops? 

Mr. Wieore. I can only rely on Mr. Ensley’s statement. He has 
been a satisfactorily good manager to date. 

Mr. Navueuton. Did Mr. Ensley have any conversations with Mr. 
Corey concerning shipments of grain from Montana? 

Mr. Wrieore. I do not know. 

Mr. Fountain. Mr. Smith? 

Mr. Smirn. No questions. 

Mr. Fountarn. Mr. Carlson ? 
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Mr. Cartson. I have just one question : 

Is Western Grain’s only connection with the Eckstrom trustee 
group in connection with the sale and payment for this property ? 
~ Mr. Wieore. Western Grain was merely used as a name and a way 
in which to identify our accounting, et cetra, trade name. 

Western Grain was just, let’s say, part of Western Management. 
Western Management or Western Realty had no other relationship 
with Eckstrom, trustee, except as purchaser of the property. 

Mr. Fountain. Mr. Smith? 

Mr. Smrru. But whether or not Eckstrom was going to get paid 
depended to some extent upon whether or not you got business? 

Mr. Wisore. Of course that is always true on any contract. Our 
contract was worded in such a way that the question of our payment 
came out of our long-term period from whatever revenues we ac- 
quired on the property, ingiulling the lease on the office, et cetra. 

Mr. Smiru. And the contract was between the corporation and 
Eckstrom ? 

Mr. Wirore. The contract was between Western Management Corp. 
and C. T. Eckstrom, trustee. 

Mr. Smrru. So Eckstrom was certainly interested in whether or not 
you got grain into that building? 

Mr. Wisore. Their interest was in our getting revenue in the 
building. 

Mr. Smiru. That is all. 

Mr. Fountain. Just one question: 

How much was spent by Western Management Corp. in perform- 
ing major repairs on the factory building? 

Mr. Wreore. The door plant? 

Mr. Founrarn. Yes. 

Mr. Wizore. Approximately $153,000 

Mr. Fountatn. Do you have anything else you want to add to what 
has already been said? 

Mr. Wieorc. No; I think not. 

Mr. Fountarn. Thank you very much. We appreciate your 
coming. 

Mr. Wizore. Would you like to have that other use and occupancy 
company? The British American Co. had the other half of that use 
and occupancy insurance, 

Mr. Fountatn. If there are no other questions, thank you very 
much. 

Mr. Stewart? 

Mr. Naventon. Is Mr. Stewart here? 

Mr. Fountain. Please give your full name, Mr. Stewart. 

Mr. Stewart. Melvin N. Stewart, vice president and general 
manager of Tacoma Vegetable Oils. 

Mr. Founrarn. Please raise your right hand. 

Do you solemnly swear the testimony you are about to give will 
. the truth, the whole truth and nothing but the truth, so help you 
rod ? 

Mr. Stewart. I do. 
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STATEMENT OF MELVIN N. STEWART, TREASURER, TACOMA 
VEGETABLE OILS, INC., TACOMA, WASH. 


Mr. Naveuton. Mr. Stewart, would you like to add anything to the 
discussion we have had on Tacoma Vegetable Oils? 

Mr. Srewarr. I would like to try and clear up, if possible, some 
of the statements and part information that have been given on the 
financial situation. 

Tacoma Vegetable Oils was a company started in 1950. It is 
incorporated in the State of Washington. The business originally of 
the corporation was the crushing and grinding of copra, sale of oil, 
and meal from that operation. 

It was capitalized locally with about 50 percent local Tacoma capital 
and about 50 percent being provided by the Sir Walter Carpenter 
interests of Australia, Canada, and of the United States. He had 
various business interests here. He was also the owner of the Northern 
Vegetable Oil Co. at Vancouver, British Columbia. 

They operated quite successfully until 1954 and then with the 
change in the copra picture, and the advent of detergents, their market 
and their operation in that area ran into substantial losses and they 
ceased operating, I believe, sometime late in 1954. 

They had in that period 1953-54 quite substantial losses on their 
operations. 

I think you have testimony as to the previous board of the company. 

Mr. Palfreyman, who is the vice president and general manager of 
Northern Vegetable Oils Co. in Vancouver, takes care of their in- 
terests, and did at that time of the corporation for Sir Walter 
Carpenter. 

After this picture went sour for the corporation, the Carpenter 
interests, because they had initiated the business, worked out some 
basis whereby they bought the balance of about 50 percent of the 
stock that was locally owned. They bought that back from the local 
Tacoma shareholders. 

The firm of Eisenhower, Hunter & Ramsdale had always been the 
corporate attorneys for that firm, since 1950. I might digress just a 
moment. My experience—I have been 25 years in the shipping and 
transportation business and I was for 22 years with the Olympic 
Steamship Co., operating ocean terminals, warehouse facilities, in 
basically the Puget Sound area; we also operated up to 14 vessels for 
the Maritime Commission, plus ships that we owned and chartered. 

My title there, I was assistant to the president and operations 
manager. 

I personally have had some familiarity with grain throughout the 
past 25 years in shipping movements, storage, and quality of grain. 
I have never been in the merchandising or trading part of the busi- 
ness. Anyhow, I have had through the years dealings with the 
Commodity Credit Corporation in the storage of peas, beans, dried 
milk, and other commodities which they handled. 

I was aware of the reported shortage of storage space. This fa- 
cility was available. So we worked out an arrangement to set up a 
local group and try to get the corporation back on its feet. 

This facility was, in our opinion and in the opinion of others, very 
well suited for the storage of grain. It had built into it for the 
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handling of bulk copra two screw conveyors, one at the bottom of 
the floor of about 12-inch capacity; it had the lifting elevator; it 
had the overhead screw conveyor, 14-inch; and by the addition of a 
loading spur for rail cars and an inland leg tied to the elevator we 
could elevate the wheat and dump it anywhere in the house or we 
could move it and put it in any other location in the house. 

Part of the modification was to build an outgoing leg and an in- 
coming leg and make some modification to the elevator. It has a 
1,000-pound floor capacity in most of the area and 500 pounds on 
the balance. 

So we decided to go in business with this facility. We started to 
convert the facility about June of 1955 and, unfortunately, it was 
not ready until some time in August. By then, my recollection is we 
were approved; but the inward movement of grain was over, so I 
sat there with about $45,000 of new money of myself and friends 
that I had put in the thing, plus paying the rent every month, to 
the extent that when next June came around I was about $65,000 
involved. At that time we began to get some grain. 

During this period I have known people in the CCC. At one time 
I called on Mr. Corey in his office. That is the only time I ever met 
the gentleman except I can recall seeing him two or three times at 
social functions such as the Propeller Club or some industry get- 
together. 

After the corporation was reformed the management of the prior 
interests—and since they had been on the previous board and they 
did have a slight majority, 52 to 48 percent—was made up of Mr. 
Hunter as president, who owns some shares—in the present situation 
Mr. Woodward has passed away—myself as vice president and gen- 
eral manager; Mr. Henke; and two or three additional directors in- 
cluding Mr. Eisenhower, who has no shares. In the operation of this 
organization for the past 5 years I personally met Mr. Edgar Eisen- 
hower once. He has actually nothing to do with the conduct or oper- 
ation of the business. The operation of the business has generally 
been under my direction and through Mr. Hunter. 

Mr. Smiru. Why was Mr. Eisenhower put on the board of directors 
if he had nothing to do with it ? 

Mr. Stewart. To fill out the board, five people, and since his firm 
had represented the parent organization for the years they operated. 

Mr. Smiru. Does he still represent the prior organization ? 

Mr. Stewart. No. Mr. Hunter, who is president of the organiza- 
tion, if you are getting at compensation, gets slightly compensated 
but he is the only one. 

The facility is fully protected with American Protection ADT 
system, sprinkler system, and other means of protection. We can load 
or unload or deliver out 50 cars a week, so that with the capacity of 
600,000 bushels and by working an extra Saturday or overtime we 
could empty it in 30 days if that be the desire of the Department. 

We have had grain in—commencing in 1956—which has been 
periodically shipped out and some more has come in. We turned it. 
Ve have never had a report of any deterioration or leaks. In my 
opinion the grain is in as perfect condition as the day it came in there. 
We have had slight indications of web, when we have then fumigated 
the grain. On several occasions we have given it a complete fumiga- 
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tion. I do not consider it in any way a substandard house. I think 
it is a good flat warehouse. 

The operation in Seattle commenced in 1959. The location is on a 
piece of property owned by the port of Seattle. It is about 200 feet 
from the water and is on solid sandfill with a solid floor, sprinkled, 
steel fence around the property, and 24-hour-a-day watchmen. This 
seemed like a desirable location. 

I might say at this time nobody at CCC ever says they want any 
facilities or gives you any confirmation that you. will get anything, 
but you take a look around the industry and see all the big boys like 
Archer-Daniels-Midland and Continental Grain Co., throwing lean- 
to’s on their elevators in Tacoma and all around the country. I never 
knew anybody had to have grandfather rights to be in the grain busi- 
ness. I thought with experienced people to take care of the business, 
plus money to put on the line, that was what was needed. 

Anyhow, we went ahead and developed that facility and got some 
grain in July 1959. We did not fill it. That grain was subject to 
CCC inspection and I have never had complaints about it. We have 
an experienced grain man who was with the Sperry Co., for 30 years. 
His name is Robert Sargent. He is assisted by two warehousemen on 
a part-time basis as needed, and we maintain complete records of in- 
spection, testing, taking temperatures of that grain on a weekly basis, 
and since we have about a $140,000 bond up, we want that grain to 
turn out in satisfactory shape. 

As far as I am concerned we have done a good job for the Govern- 
ment in a situation where we understood they needed facilities and 
they certainly were getting them all over the country. What poli- 
cies—or what the national policy of this country is or the foreign and 
domestic policy that affects the buying and selling of wheat is some- 
thing beyond my control. I am a small businessman in Seattle try- 
ing to make a living. 

hat is about all I have. 

Mr. Founrarn. Thank you very much, Mr. Stewart. I think I 
might make this observation: We are very happy to have you here 
and, as you know, we invited some others because we knew their com- 
panies would probably be mentioned in our efforts to determine, in 
this continuing process, whether the CCC had been economical and 
efficient in their operation. That is our primary function. Personal- 
ly—and I think I am speaking for the committee—we are not con- 
cerned in a private individual’s business. We want them to make a 
profit and we want them to operate successfully. But where tax- 
payers’ funds are involved we are interested in seeing that they are 
spent in the most efficient and economical way possible. 

T have no questions. Any questions, Mr. Smith? 

Mr. Smit. Do you have any idea how it happened that Tacoma 
Vegetable Oils and Three States were the only two that were getting 
a big increase in their storage at the same time the others were de- 
creasing ? 

Mr. Srewart. No. I can say that during a period of 9 or 10 
months I was quite concerned en the situation and making repre- 
sentations to the CCC that we were hoping we would get some grain 
when it started moving. I do not think your figures are entirely 
correct. 
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Mr. Suiru. I am quoting figures given by the regional manager. 

Mr. Srewart. It seems to me there were some other new houses 
that got grain in 1956. I can think of one, Coast Storage, which was 
a Seattle house completed late in 1955 that received considerable 
grain and then it was chopped off. The rains come or something and 
the grain does not come. 

Mr. Smiru. Who within Tacoma Vegetable Oils had responsibility 
or was working on getting grain and channeling it to you? 

Mr. Srewarr. In the initial stages I would say myself and Mr. 
Woodward. 

Mr. Smrru. You personally do not know of any contacts that 
were made or why it came there ? 

Mr. Stewart. I know I was in contact with the CCC office. I made 
several trips down there. Our financial situation, which in August 
was one thing, by March or April was certainly not getting any 
healthier. At that time we did submit new statements. We had a 
deficiency overall so we put up a deficiency bond. 

Mr. Navueuron. As I understand it, originally Mr. Woodward was 
the general manager of Tacoma Vegetable Oils and I understand there 
was some trouble about the lease. Did Mr. Woodward have the 
lease ? 

Mr. Srewart. No; Tacoma Vegetable Oils has the lease on the 
property, which was entered into in 1949 and runs to 1964. 

r. Nauecuton. Mr. Woodward’s trouble was in connection with 
Baker dock ? 

Mr. Stewart. Yes, and I had no connection with that. 

Mr. Naueuton. Mr. Woodward was engaged in that and the lawyer 
was Mr. Hunter? 

Mr. Stewart. Yes. That is how he got in it. 

Mr. Naveuron. As I understand, it eventually wound up that the 
Mellwood Corp. had trouble with corn spoiling and the lease was 
canceled for nonpayment of rent. Is that mght? 

Mr. Stewart. Basically. 

Mr. Navcutron. You mentioned meetings at the CCC office in 
Portland ? 

Mr. Stewart. Yes. 

Mr. Navueuton. Your office is in Seattle, some distance away from 
Portland ? 

Mr. Srewarr. Yes. 

Mr. Navueuton. And you were there on several occasions. Did 
anyone go with you on those occasions to talk with people in the 
Commodity Stabilization Service ? 

Mr. Srewart. I think Mr. Woodward went with me twice. At 
that time I cannot recall seeing Mr. White. I definitely do not think 
I saw Mr. Harris. Mr. White has people in his office to take care of 
various things, so you sit down and talk to them and they tell you what 
is wrong or what you have to do and you go back and try to correct 
it. I had, about in November, one meeting with Mr. Corey. 

Mr. Naveuton. Was that after the auditors had complained ? 

Mr. Stewart. No. At that time we just wanted grain and wanted 
to know what the prospects were and I was not getting too much in- 
formation from pa else so I sat down and talked to Mr. Corey 


about 10 minutes and did not get anything from him either. 
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Mr. Naveuton. This was prior to the time Mr. Corey went in the 
warehouse business himself? 

Mr. Stewart. I never knew he was in the warehouse business until 
I read it in the paper. 

Mr. Naveuton. If you had seen grain going in Three States you 
would have called it to somebody’s attention ? 

Mr. Srewarr. If I had seen grain going anywhere about June of 
that year I would have been excited. 

Mr. Naveuton. There were some facilities that had grain loaded in 
and out during this period, but the only ones I know that had sub- 
stantial increases were Three States and Tacoma Vegetable Oils. 

Mr. Stewart. We did not have any to speak of. During this matter 
of financial statements, while we had a contract we did not have one 
kernel of grain and were not getting any revenue from the Govern- 
ment. 

Mr. Naveuton. What were the circumstances of the letter sent 
by an official of the Puget Sound National Bank to the CCC saying, 
in effect, that shareholders and officers of Tacoma Vegetable Oils were 
in a position to advance the necessary operating capital? Who 
arranged for that? 

Mr. Stewart. As I recall, it was either Mr. Henry Courtney or 
someone in Mr. White’s department, after we had the net worth and 
deficiency bond up of $136,000 or something, they were worried that 
the bank balance might be only $2,000. So we said we would per- 
sonally advance the money to get it going, and they wanted some evi- 
dence of it, so we had the bank write the letter that they thought we 
could come up with the money for this type of operation. 

Mr. Naveuton. Who contacted the bank? 

Mr. Srewarr. Mr. Hunter. 

Mr. Naueuron. Was Mr. Eisenhower a director of that bank? 

Mr, Srewarr. Not to my knowledge. He could be, but not to my 
knowledge. 

Mr. Navueuton. Do you know if he had anything to do with ar- 
ranging that? 

Mr. Stewart. I am very sure he did not. 

Mr. Naventon. Who was to put up the money ? 

Mr. Srewart. The people that signed the notes are Mr. Hunter, Mr. 
Henke, and myself. 

Mr. Naveutron. The information we have had before indicates that 
52 percent or the controlling interest is owned by the Retlaw Trading 
Corp. and the Edna Trading Corp., which are Canadian and Pana- 
manian trading corporations. Do you know who owns those 
corporations ? 

Mr. Stewart. The sons of Sir Walter Carpenter. Sir Walter Car- 
penter died about 6 months after he bought the stock in Tacoma Vege- 
table Oils and the two sons are running a couple of ships from Canada 
_ ae and they were active in the copra business and that type 
of thing. 

Mr. Naveutron. How long have you known who owned the Retlaw 
Trading Corp. and the Edna Trading Corp. ? 

Mr. Srewarr. Since 1955. 
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Mr. Naveuton. I am reading from an interview Mr. Reeves of the 
General Accounting Office had with you in Seattle on August 3 of this 
year. It states: 

Mr. Stewart denied having any knowledge of the Edna Trading Corp. or the 
Retlaw Trading Corp. 

Mr. Srewart. I do not know what they are selling or their other 
business connections. Retlaw is Walter spelled backward. 

Mr. Naveuton. You do not know who owns stock in it ? 

Mr. Stewart. Basically it is controlled by the two sons of Sir Wal- 
ter Carpenter. 

Mr. Naveuton. There might be others who have an interest in the 
Retlaw Trading Corp. and the Edna Trading Corp. and you would not 
know about it ? 

Mr. Srewart. That is right. 

Mr. Smrru. Who represents the foreign corporations ? 

Mr. Stewart. The foreign corporations? There are none. 

Mr. Naventon. Retlaw Trading Corp. and Edna Trading Corp. 
One is Canadian and one is Panamanian. Who represents them ? 

Mr. Stewart. The law firm that had always represented their inter- 
ests, Eisenhower, Ramsdell & Hunter. 

Mr, Suri. Those cor porations are represented by them ? 

Mr. Srewarrt. Yes. 

Mr. Naucuton. Have Retlaw and Edna realized profits out of the 
operation of Tacoma Vegetable Oils? 

Mr. Stewart. I think in 1958 we made some money. 

Mr. Navucuton. Have any taxes been paid on those profits or have 
they been charged off against the tax loss? 

Mr. Stewart. Charged off against the tax loss. 

Mr. Naveuton. Was that the purpose of taking over the assets? 

Mr. Srewarr. Definitely not. The purpose was io take over a 
facility that has a lease on a piece of property running to 1964 that 
was suitable for the operation, and to secure and modify an existing 
facility with existing equipment that would make very suitable grain- 
handling equipment. So the tax loss is one phase that goes with it, 
but I would say not the main purpose. 

Mr. Naveuton. But it is one factor in it? 

Mr, Stewart. Certainly I see nothing illegal about it. It is done 
every day. 

Mr. Naveuron. I am sure it is. 

This warehouse in Seattle, did the wheat stored there come from 
Montana ? 

Mr. Srewart. I believe it did. 

Mr. Navucuron. Is the wheat you are storing a relatively low-pro- 
tein wheat ? 

Mr. Stewart. I think it is around 12 or 12.2. 

Mr. Naveurton. Is that the type of wheat for which there is a lar ge 
demand? It has been kept there for 3 or 4 years? 

Mr. Srewarr. No; that wheat has turned. We load out to Ta- 
coma, Longview, Seattle takes it in and it goes into export trade as 
far as I know. 

Mr. Naveuton. How old is the oldest wheat you have? 
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Mr. Stewart. It has been comingled and changed. We haveturned 
it. The earliest wheat we got in was 1956, so 1 would say whatever 
portion of the oldest wheat we have would probably be the 1955 crop. 

Mr. Naveuron. Four years, approximately, would be the oldest 
portion of it? 

Mr. Stewart. That is right. 

Mr. Naveuton. Are the offices of Tacoma Vegetable Oils and the 
stock records maintained in the Eisenhower law offices? In other 
words, the records of the corporation ? 

Mr, Stewart. Yes, basically. 

Mr. Cartson. There has been some implication left here that the 
Tacoma Vegetable Oils and Three States were in the same category, 
being the only two having a net increase during the period of time 
under discussion. You said yours was an empty facility to start 
with? 

Mr. Stewart. Yes. 

Mr. Carson. So that a bushel of wheat would have made a net 
increase ? 

Mr. Stewart. I could not have gone anyplace but increase. 

Mr. Smiru. According to the testimony of the regional manager 
you had an increase from 212,000 to 476,000 in a 6-month period in 
1956, and during the same period the only other warehouse showing 
an increase was Three States. 

Mr. Stewart. That could be. Maybe they felt sorry for us. 

Mr. Naueuton. There may be others, but we do not have a record 
of them. 

Mr. Stewart. I do not like to be characterized exactly that way. 

Mr. Navcuton. You are in the best of company. So far as we 
know it is a fact those are the only two, plus a third one. One of Mr. 
Gee’s warehouses, I understand, also had a net increase and others had 
a small increase and others had substantial movements in and out. 

Mr. Srewart. I think you have to look at the total capacity. Ini- 
tially, we got 450,000 or 460,000 bushels and that is a drop in the 
bucket compared to Cargill. I think percentagewise it is really not 
too much. 

Mr. Navcuton. No; I think your operation is by no means one of 
the largest ones and some facilities out there have had quite a bit of 
trouble with spoilage of grain, and I do not think the record indicates 
you have had that trouble. 

Mr. Stewart. Thank you. 

Mr. Fountain. Will you please come forward, Mr. Gee, and be 
sworn ¢ 

(The witness was sworn. ) 


TESTIMONY OF WILLIAM H. GEE, PRESIDENT, TACOMA 
TERMINALS, TACOMA, WASH. 


Mr. Fountarn. Will you please give us your full name? 

Mr. Gre. Mr. William H. Gee. 

Mr. Fountarn. Identify yourself. 

Mr. Gee. I live in Seattle, Wash. I have been engaged in the grain 
business some 30 years. I am the president of, and principal stock- 
holder in a number of corporations involved in the grain business. 
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My original company was the Henry D. Gee Co., named after my 
father whom I succeeded at his death in 1938 and have since operated 
as a sole proprietor in the merchandising and storage of grain. 

On December 31, 1959, I disposed of my merchandising business to 
an oldtime employee and am still quite familiar with the mechandising 
of grain. My office is in the same building and right across the hall 
with the doors open, from the gentlemen who acquired the business 
from me. While I am not in the trading business, I am familiar with 
it. 

There is a statement I would like to make. 

Mr. Fountarn. We will be glad to have you make any statement 

you care to. 
" Mr. Gee. I am hopeful that the testimony here has convinced you 
gentlemen completely that there has been an evolution in the grain 
storage business in the last 15 years. It seemed to me at times that 
[ should have been ashamed that I have been a flat storage grain 
operator, but I am not ashamed. It has developed into a system of 
storing grain which I think is permanent. I think there will always 
be grain stored in flat storage. 

I would like to make this statement, too: Anyone who has stated 
that I have operated substandard grain storage facilities is incom- 
petent because that is not true. I have stored in the last 15 years 
some 20 million bushels of grain and I think that is conservative. 
That is about 600,000 tons and in the storage of that 600,000 tons of 
grain I have had 27 tons that was sample grade, off-grade grain. 

I am very proud of my record and I do not at all appreciate the 
false statements that are made in these documents. 

Mr. Fountarn. Is it the internal audit reports you have in mind ? 

Mr. Ger. Yes; that is right. 

Mr. Fountarn. Go right ahead, sir. 

Mr. Ger. Would it be in order to pick out those errors? 

Mr. Fountatn. Give us the benefit of your opinion. 

Mr. Ger. The statement in the excerpt from CSS audit report 
W (25) P-13 states that the Arena Storage Co., one of the companies 
I operated, was overloaded. It has also been referred to as an 
abandoned ice rink. 

Gentlemen, this is a fine, reinforced concrete and steel building. If 
you can visualize an amphitheater that is dug into the side of a gravel 
bank, it is a gravel bank and this amphitheater is dug right into it. 
The concrete is poured and the ice rink is on the bottom and its risers 
on which the seats sat, the seats are out of the place, that is all con- 
crete and steel, just as clean and fine a storage as you could find any- 
where. I am not ashamed of that; that is not substandard.. 

The man who wrote this report also was requested by my ware- 
houseman to call me before he decided to bring in outside people into 
the building. The uniform grain storage agreement requires me to 
admit only properly qualified officials of the Government at any time 
during working hours. I complained bitterly because the man refused 
to contact me and insisted on bringing outsiders into the building 
without my permission. I have an idea that was one of the reasons he 
does not like us. 

On paragraph 2 of the same report, the statement is made that 
we had rubbish screenings and surplus materials. This is an old eleva- 
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tor built in 1903 and I would like to point out, Mr. Naughton, that we 
do have 100,000 bushels of crib space. There are four elevators in 
that house so it is not all flat but it is an old elevator and the trunking 
of the legs have worn out. The building which belongs to the rail- 
road and the railroad refuses to renovate it, so our job is that we just 
simply, as frequently during the week, or during the grain movement, 
or immediately after, as we can, we have to make a complete cleanup. 
It is a very expensive place to operate simply because of it. He hap- 
pened in when a cleanup was due and I believe -an inspection subse- 
quently was made in just a couple days and, as a result, it was cleared 
up and perfectly clean. It is an old house. 

I admit that and it does get dusty. 

Mr. Navuecuton. Mr. Gee, if it would not interrupt your train of 
thought, that is rented from the railroad company, is it? 

Mr. Ger. That is right. It is rented from the Milwaukee Railroad. 

Mr. Naventon. For how much? 

Mr. Ger. $34,000 a year. 

Mr. Naveuton. How much was it when you first rented it? 

Mr. Grr. $1 a year for the first 5 years. 

Mr. Naveuton. What had it been used for in the years immedi- 
ately preceding? 

Mr. Gee. It was used as a feed mill. In addition, I also invested 
i apg in the structure, all of which improvements went to the rail- 
road. 

Mr. Naueuton. Was the Milwaukee dock the one where the wall 
collapsed ? 

Mr. Ger. A wall collapsed ? 

Mr. Naveuron. And spilled a considerable amount of grain into 
Puget Sound ? 

Mr. Gee. That is right. 

Mr. Naveuron. Is that where part of this expense comes in? 

Mr. Geer. No, sir. 

Wait a minute—yes; part of the $172,000 was in building the jacks 
that collapsed. The contractor did not follow the jack design on that 
portion of the building. 

Mr. Navenron. Was the reason that the railroad was willing to 
let you have this building for $1 a year because it was in quite bad 
repair and they would not make repairs on it? 

Mr. Gre. Yes, and they did not want to put the $172,000 in it them- 
selves. They were anxious to develop some freight over the railroad. 

Mr. Naveuton. As a matter of fact, if there had not been Govern- 
ment grain stored in the building, it was a pretty useless piece of 
property ? 

Mr. Ger. Absolutely. 

Mr. Navceuton. Has there been a considerable amount of empty 
Government and private buildings in the Tacoma-Seattle area ? 

Mr. Ger. Government buildings? 

Mr. Navenron. Or abandoned mills and so forth, because of the 
movement of the lumber industry farther inland ? 

Mr. Gee. I do not know that. That is not the case in the Seattle- 
Tacoma area that I know of. 

Mr. Naveuron. Do you have something further to say ? 

Mr. Fountarn. Go ahead. 
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Mr. Ger. The reference to distinctly substandard, I hope I have 
impressed you gentlemen I have not got any substandard storage. 

I guess that is all I have. 

Mr. Fountain. Any other questions? 

Mr. Suir. I was just going to say that I think your are mixing 
up two things. When we talk about flat storage and substandard 
storage, I do not think anybody here thinks that anything is sub- 
standard because it is flat. 

We know that 12 or 14 years ago, the PMA really revolutionized 
the storage industry and turned the information over to the storage 
industry as to how to use flat storage. I do not think anybody doubts 
you could have good flat storage. 

" These audit reports, I think, refer to substandard in a different 
sense than just flat. 

Mr. Ger. Would not my record indicate I was keeping the grain 
in quite satisfactory repositories ? 

Mr. Suirn. The record of the internal auditors says not; we just 
have the auditors’ report, you see. 

Mr. Grr. I would stand on the tonnage of spoiled grain I have 
shipped to CCC and I am sure that their records will reveal that the 
statements I made are true. 

Mr. Naveuton. Who is responsible for your settlements with CCC ? 

Mr. Ger. What ? 

Mr. Naveuton. When you make settlements on loadouts, who is 
the person you contact at CCC with settlement details and so forth ? 

Mr. Grr. Walter Bieber. 

Mr. Naveuton. Have you been acquainted with Mr. Corey for 
some time? 

Mr. Ger. Yes; fora long time. 

Mr. Navcuton. What are the circumstances of your association 
with Mr. Corey ? 

Mr. Ger. We are and have been good friends. 

Mr. Naventon. Have you worked with him in the past or been 
associated with him in business in any way ? 

Mr. Ger. No, sir. 

Mr. Naveuton. So that it is clear, you indicated you stored a con- 
siderable amount of grain prior to the time that the Government got 
into the storage business in a big way. In 1953, was your business 
primarily as a grain broker, merchandiser, or what? 

Mr. Grr. I have never been a broker, always a merchandiser. 

Mr. Navcuton. You were engaged primarily in the wholesale dis- 
tribution of grain, were you not? 

Mr. Ger. That is right. 

Mr. Naveuton. Back in 1953, were you engaged in the transaction 
for the purchase of Austrian Winter peas? 

Mr. Ges. Yes, sir. 

Mr. Naveuton. Was Mr. Henry W. Collins associated with you 
in that enterprise ? 

Mr. Grr. Not personally. Mr. Collins is the vice president of 
Archer-Daniels-Midland Co. and they were associated in the venture. 

Mr. Navueuton. How long have you known Mr. Collins? 

Mr. Ger. I think 25 years, maybe more. 
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Mr. Naueuton. We did mention a facility of yours at Ellensburg 
as having received a net increase of grain during the last half of 
1956. Does that square with your recollection ? 

Mr. Gz. I would not deny it. If you say it is so, it is probably 


sO. 
Mr. Naueuton. We have not checked those records carefully but 
it would appear on a hasty examination to be so. 

Do you know of any facilities other than yours, Tacoma Vege- 
table Oils and Three States, which received net increases of grain in 
storage during the last half of 1956? 

Mr. Gee. No; I am not in a position to make any statement on that 
at all, other than that those that were in a position—well, it runs in 
my mind that there was plenty of grain available. Some people were 
full and could not take any more. 

Mr. Navueuton. Why was it necessary to unload the ships during 
the period then to obtain grain for export ? 

Mr. Gee. I am sorry I cannot answer that. I am not in the export 
business and I know nothing about it. 

Mr. Naveuton. There have been some rumors and some informa- 
tion that your investment in some of the facilities you were operating 
was comparatively small. As a matter of fact, I think it was men- 
tioned that in one storage facility—I do not have it before me at the 
moment—that your investment as far as cash was concerned was 
only $1,000; is that correct ? 

Mr. Ges. What is the name of that one? 

Mr. Naveuton. I cannot say for sure. It is in here, I think. 

Let me go down the list and maybe you will recall. 

Milwaukee Dock, then the Oil Tanks and Pier 89. I will have to 
recheck this. I do not find it in here immediately. 

Mr. Ges. I am sorry I cannot help you. I do not know what that is. 

Mr. Naueuton. I can check the information later. 

Mr. Gee. I think I shall have to correct you. If you say I havea 
minor interest in anything: 

Mr. Naveuton. No; you are the sole proprietor but only $1,000 
invested. 

Mr. Gez. Oh, know. That is Delta Trading Co. 

Mr. Naveuton. That could be. 

How much grain do you store there? 

Mr. Gre. I do not like to talk about that one very well. I was in 
the surplus business for a while, just learning my lesson. 

Mr. Navueutron. What kind of surplus? 

Mr. Grr. Oh, pad-eyes, life rafts, rope and electric motors, and oh, 
yes, I bought 414 million cans of louse powder. 

Mr. Fountatn. How did you come out on that? 

Mr. Ger. I still have it, and this was about 5 years ago. 

Mr. Naveuton. Did I ask you whether you ever had any business 
transaction with Mr. Corey ? 

Mr. Ger. You did and I said absolutely not. 

‘ Mr. Naveuton. You never had any dealings with him on a personal 
aASIS ¢ 

Mr. Ger. None whatever. 

Mr. Naveuton. You are acquainted with Mrs. Higgins, no doubt? 

Mr. Ger. Yes, I am. 
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Mr. Naueuron. Has she been responsible for the allocation of grain 
in numerous of your 

Mr. Geer. Yes. 

Mr. Naveuton. This was her job, of course? 

Mr. Grr. Yes. 

I would like to add that I think she did a wonderfully fair job in 
all of the time she was there. I think it is a tragedy that the U.S. 
Government is being deprived of her services on her retirement. She 
isa very capable, honest, and fine lady. 

Mr. Naventon. Do you know a Mr. Lee F. Taylor? 

Mr. Ger. Yes, sir. 

Mr. Naveuton. Did he used to work for you? 

Mr. Ger. Yes. 

Mr. Naveuton. Do you have an interest in storage operations down 
at Stockton, Calif? 

Mr. Ger. None whatever. 

Mr. Naveuton. I note that in one of your facilities the combined 
balance sheet shows an amount receivable from Lee F, Taylor. Are 
you familiar with that? 

" Mr. Ger. At the moment? Now? 

Mr. Naventon. That may have been some time back. 

Mr. Ger. Yes, I loaned him $15,000 to get started down there and 
he has paid it back. 

Mr. Naventon. Would you tell us how you became associated with 
Tacoma Terminals? I understand you are the president of that 
company. 

Mr, Gee. Yes, sir. 

I have been a very great admirer of the Tacoma Tideflats for a long 
time. The port of Tacoma and the Tacoma Port Authorities in de- 
veloping a long range viewpoint of the area refused to sell the land 
for speculation. They will sell it only providing the buyer guarantees 
to improve it within a year, and only to an individual who is going 
to erect a structure and bring in a business that will develop a payroll. 

I met a banker in Tacoma whom I knew previously in Ellensburg and 
suggested, or he suggested, if we would put up some sort of a structure 
acceptable to the port and would agree to release it for industrial use 
in 3 or 4 years, he thought we would probably be able to buy some 
property. I had purchased a stockyard building several years before 
in Seattle and had dismantled it. I had built one building in one 
part of the State and another in another part of the State, and I still 
had enough steel to build another building 720 feet long and 120 
feet wide. I moved the steel over and I had liquidated certain other 
materials that went along with the purchase of this stockyards build- 
ing, and it had taken me out of my investment and I did not need the 
money particularly so I agreed to furnish the steel to be paid for at 
a later date. 

I negotiated with a friend of mine in the contracting business and 
we formed a building corporation and built the building. We built it 
in 26 days. It is concrete and steel. It is concrete and from the da: 
the engineers started to run the lines to the day the crew walked off, 
it was 26 days. I can add a little to that, I guess. 

The building was inspected by Mr. Duquette, I believe, on the 30th 
day of June. I called the contractor after you mentioned this this 

64140—61—pt. 428 
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morning and I find that the main crew were laid off on June 26. That 
meant that the entire plywood roof was on the building on the 26th 
of June. 

Mr. Duquette’s report shows that the building was only one-third 
done. The contractor tells me that on the 30th day of June, one-third 
of the roof was all done. We bought a bonded roof, a 20-year bonded 
roof on the building, three-ply paper, and that was all on. On the 
30th of the month all of the roof had one layer of tar paper on so it 
would shed water. We did not have our spur in and unloaded the 
first grain we had over at Milwaukee Dock No. 23 and trucked it. 

The building being long enough we would have had to truck some 
‘of it anyhow, simply because we would have to have 350 feet of screw 
conveyor which could not stand the torque that distance. We could 
not run it from the center of the building clear to the end. The first 
grain was diverted or some cars, from Mauldin, Wash., and some cars 
from Spokane, Wash., on July 7. The building was approved on 
July 2. The first cars were diverted some 300 miles away on July 7 
and the first cars unloaded on July 13. 

Mr. Naveuton. How much grain do you now have in storage there ? 

Mr. Ger. 1,416,000 bushels. 

Mr. Naveuton. This was all shipped in in 1959? 

Mr. Ger. Yes. 

Mr. Naveuton. How long after your facility was completed was 
it filled ? 

Mr. Ger. It was in October. 

Mr. Navenron. Actually within 4 or 5 months after you started 
building, it was all full? 

Mr. Ger. Yes. 

Mr. Naveuron. How long would it take to load that out? 

Mr. Ger. I have agreed to load it out in 12 weeks but we can do it 
lots faster than that. I have always loaded faster than I am com- 
mitted to. I have never charged CCC a nickel’s worth of demurrage. 
There were times when they were stuck in 1954 and earlier, and I 
could only unload 20 cars a day but I accepted 100 a day and worked 
out the demurrage myself. 

Mr. Naveutron. You mentioned a stockyards in connection with 
this steel ? 

Mr. Gee. Yes. 

Mr. Naventon. What was the name of that? 

Mr. Ger. Acme Packing Co. 

Mr. Naucuton. Where are they located ? 

Mr. Gee. Out of business. 

Mr. Naveuton. I did not quite understand the circumstances of 
that. Did you buy the building the Acme Packing Co. had? 

Mr. Ger. Just their stock sheds, just their cattle sheds. 

Mr. Naveuton. What is being stored in those? 

Mr. Ger. Which? 

Mr. Naveuton. The cattlesheds? 

Mr. Ger. I just took the steel and dismantled the building. It was 
a bolted steel building. 

Mr. Naveuron. I see. This is where the steel came from for Ta- 
coma Terminals? 

Mr. Gre, That is right. 
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Mr. Naveuton. Did you ever buy any surplus in the Aleutians? 

Mr. Ger. No; I’ve been bear hunting there but never bought any 
surplus. 

Mr. Nauveuton. You didn’t? 

Mr. Gee. You couldn’t possibly mean Sitka? 

Mr. Naventon. Alaska? Maybe this is it. 

Mr. Greg. Sitka is not in the Aleutians but you know everything else 
about me so I might just as well tell you about this one. 

One of the stockholders in Tacoma ‘Terminals and I went up to 
Sitka, Alaska, last November. We located a large hangar that had 
never been completed. The Navy had built it. Its dimensions were 
240 by 380. It had one post. The Navy had liquidated it to the 
Indian Affairs and the Indian Affairs finally passed it on to some- 
body else and the man owning the telephone company in Sitka bought 
it for $6,000. He could not get anybody to buy it and take it down 
until we came along and we paid him $16,000 for it. We sent a crew 
up there on the 1st of January and dismantled the building and put 
it on barges, floated it to Tacoma and reerected it. 

Mr. Navueurton. Is that also operated by Tacoma Terminals? Is 
that now being used to store grain ? 

Mr. Geer. No; it is not, Mr. Naughton. All we’ve got there is air 
and it looks like that is what we are going to keep in it, too. 

Mr. Naventon. There have not been any grain shipments from 
Montana ? 

Mr. Ger. No; but we are looking for them. It was a weather 
matter. If the weather had not turned against us, we would have 
had grain running out of our ears. 

Mr. Naveuron. Are you familiar with the audit that was done by 
the grain industry? They had some audits made by an accounting 
firm named Peat, Marwick & Mitchell and used them to support the 
premise that the rates were too low. 

Mr. Ger. I am sorry I am not familiar with that report. However, 
I certainly subscribe to the contention that the rates are too low. 

Mr. Navuenton. Is one of your stockholders connected with Peat, 
Marwick & Mitchell? 

Mr. Gen. Yes. 

Mr. Naveuron. Is that Mr. Finley? 

Mr. Gere. Yes. 

Mr. Naveuron. I notice Mr. J. E. Prince as the holder of some 
shares. Is he a vice president of the Boeing Aircraft Co. ? 

Mr. Ger. Yes. 

Mr. Naveuton. How did he happen to get in on that? 

Mr. Ger. Mr. Coie and I went to college together and our wives 
were sorority sisters. Mr. Coie is a friend of mine. Prince and Coie 
have been friends since grade school. 

Mr. Navcuton. Mr. Coie, you are with the law firm that represents 
Boeing ? 

Mr. Core. That is right. 

Mr. Fountarn. Is there anything further, Mr. Gee? 

Mr. Ger. No, sir. 

Mr. Fountaty. Thank you very much. 
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Mr. Cartson. Mr. Gee, you have heard testimony here today that 
CCC does not always operate in accordance with the recommenda- 
tions of their internal auditors and that occasionally they weigh 
them in relation to other factors. 

This does not surprise you, I take it, in view of your reaction to 
these internal audits. 

Does it surprise you to hear that they sometimes take a second look 
at the internal audit recommendations over at CCC? 

Mr. Gee. I am afraid I do not follow you, Mr. Carlson. 

Mr. Cartson. You read some quotations from this internal audit 
that criticized your storage facilities. 

Mr. Gee. That is right. 

Mr. Cartson. And you took some issue with those findings as I 
recall ? 

Mr. Ger. Yes. 

Mr. Cartson. In the light of that, does it surprise you that CCC 
sometimes takes a second look at these recommendations and weighs 
other factors before they make their decisions, sometimes contrary to 
the recommendations of the internal audit ? 

Mr. Ger. I can believe they would do that; yes. 

Mr. Cartson. That is the way I understood your testimony. 

That is all I have. 

Mr. Fountarn. Mr. Smith? 

Mr. Smirn. No questions. 

Mr. Founratn. Thank you very much. 

We are delighted to have given you the opportunity to appear. 

_ Mr. Morrison, and Mr. Laybourn, will you come up here please, 
Sirs ¢ 

(Discussion off the record.) 

Mr. Founratn. Was there anybody else who wanted to be heard 
this afternoon ? 

(No response. ) 

Mr. Founratn. I might say, if there is no objection, since Mr. 
Naughton has asked questions about some insurance settlements, | 
think rather than there being a misunderstanding that something is 
taken out of context, I am going to ask Mr. Naughton to put all of 
those records into our record of hearings. 

(The information referred to is as follow :) 


QUESTION SUBMITTED REPORT 


GENERAL ADJUSTMENT BuREAU, INC., 


Tacoma, Wash., December 8, 1959. 
To THE INTERESTED COMPANIES: 


Re: Assured: C. T. Eckstrom, trustee. 
Risk: Building and equipment. 
Location: Tacoma, Wash. 
Loss: Fire July 19, 1959, 2:09 p.m. 
Broker : D. K. MacDonald & Co., Seattle, Wash. 
Bureau file: TAC—9-2547-F10. 


GENTLEMEN : We have proceeded under nonwaiver agreement signed by Attor- 
ney Ed Eisenhower. Extension for filing proofs was given until November 15 
and again until January 15. We felt certain this would meet with approval 
of the companies. It is seldom we have a claim with so many problems and 
changes in process at the time of fire. Further, the fact that there are several 
partners and different parts of the transactions were handled by some of the 
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different members you can appreciate that it made it difficult in obtaining all 
the facts. 

The broker, D. J. MacDonald & Co., has worked closely with the assured 
and they have likewise realized there were many questions that needed to be 
resolved and the necessity of examination under oath. 

It is probably appropriate here to advise original claim was presented 
$391,058 and as adjustment progressed it was in order to add overlooked values 
that would have brought that figure to near $400,000. 


Question submitted 


No. 1: We ask that you check policy coverage in your records to verify that 
you have the same coverage as the forms we have worked from. (We will 
comment further under insurance caption. ) 

No. 2: We wish to have your opinion on settlement figures in the manner in 
which they are outlined in the statement of loss. The assured is willing to 
accept settlement in the amount of $321,744.15. The big question that it all 
finally boils down to is the propriety of considering the value of warehouse 
building No. 5 on the basis of purchase agreement, adding improvements, and 
deducting land value. 


Insurance 


We were furnished photostat of agent’s records with recent endorsements. 
We have checked this with the policies in the possession of one of the assureds. 
However, they did not have record of all endorsements. Actually the policies 
that were furnished us for inspection were on the basis of the original coverage 
of $1,200,000. This representative, however, was fully aware that the policies 
had been reduced to $954,000. The policies we saw were concurrent with 90 
percent average clause. 

The endorsement that was added subsequently to the fire dated July 3 was 
a contract of sale to Western Management Corp. doing business as Western 
Grain. It is our understanding this endorsement was returned by some of 
the companies to D. K. MacDonald’s office subsequent to the fire. Comments 
in our report and opinion by Attorney Clarke will clarify that we are satisfied 
this was the true condition of sale on building No. 4 prior to the fire that took 
place as near as we can determine July 3. 

Endorsement of May 20, 1959, deleted automatic sprinkler warranty in 
Warehouse No. 4. Endorsement April 15, 1959, deleted watchman warranty 
and automatic sprinker supervisory warranty. We were not furnished record 
of either of those last two endorsements by the assured although we believe 
they had been furnished the endorsements and failed to file them with 
the policies. 

In clarifying relative to the sprinker warranties, the sprinklers had been 
definitely discontinued prior to the fire in warehouse No. 4 and policies endorsed 
accordingly. The sprinkler warranty applies to warehouse No. 5, the building 
Lundgren was arranging to purchase. In connection with the sprinkler war- 
ranty in that building No. 5 we refer to copy attached of letter of September 30 
by Attorney Fred Clarke, Jr., with conclusion there was no breach of sprinkler 
warranty. 


Assured 


In the narrative that accompanied our advance report we furnished the 
general background of this loss involving the old Wheeler-Osgood plywood 
plant that was purchased in about 1950 by prominent and financially well-to- 
do citizens, mostly businessmen of Tacoma. Our main dealings have been 
with Mr. Edgar N. Eisenhower, Tacoma attorney, and Douglas Gonyea, a lumber- 
man. Other partners are Janice Causin, daughter of Mr. Eisenhower, Earl 
FHisenhower, brother, C. T. Eckstrom, and A. L. Mathew, Tacoma lumbermen, 
and four members of what is known as Scofield Co., asphalt and roofing con- 
tractors, J. B. Diven, Roy L. McGinn, J. E. Alskog, and Gladys Sivertson, also 
a Marian Pritzker, Chicago, one of the original owners of Wheeler-Osgood. 

Mr. Eisenhower placed large responsibility with James Wiborg, president 
of Western Management, in representing interests of Eckstrom trustee in final 
adjustment on the physical properties and debris removal expense. Mr. Wiborg 
was also naturally highly interested in a large portion of the loss as purchaser 
of building No. 4. 
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Risk 


Warehouse buildings Nos. 4 and 5 and surrounding insured area were involved 
in the fire. These are both large frame buildings originally part of which 
constituted portions of the old Wheeler-Osgood plywood plant. There has been 
considerable improvement in remodeling warehouse No. 4 and extensive rebuild- 
ing following a big fire in that part of the plant in 1942. There was also in 
excess of $30,000 insurable value added to No. 4 in preparation of grain storage. 
This building is described in the statement by sections setting out the square 
foot area. 

Warehouse No. 5 was a long narrow structure that was being improved and 
revamped to be used by Mr. Lundgren as a door factory... Remodeling and new 
foundation to the extent of about $10,000 had been done by Mr. Lundgren just 
prior to the fire. 

Origin 

Part of the buildings of this old Wheeler-Osgood plywood plant were being 
torn down and debris burned and it is the result of the burning that a smolder- 
ing fire eventually broke out and fanned by the wind resulted in this heavy 
loss in this location. All available equipment of the fire department was used, 
the burning extended over 6 or 7 acres of this plant and it presented a real 
problem in controlling this blaze in the tide flats of Tacoma. The fire is en- 
tirely regular insofar as the assureds are concerned. We will comment further 
on origin under subrogation. 


Adjustment and general remarks 


On advice of the broker, value and loss figures were prepared by the General 
Appraisal Co., Seattle. Last detailed appraisal was in 1947 by that company. 
The appraisal representative, however, advised in January of this year a rather 
quick survey was made of the property due to settlement of the estate of one 
of the interests, that of Sivertson. It was not until October 19 that appraisal 
figures were presented. At that time they advised they felt they had been care- 
fully prepared and in addition to the General Appraisal Co., they had a Tacoma 
engineering firm, Sitts & Hill, check the figures. 

We called in as our appraisers Gordon Rogers Engineers, California, with 
whom we believe most of the companies are familiar, and his Mr. Lawrence 
Douglas appraised the property for the insuring interests. We found after care- 
ful check was made that there were errors considerably greater than just com- 
pensating mistakes. With the changes that had been made it required a great 
deal of care in determining the property involved and the changes and im- 
provements that had been made. On warehouse building No. 4 their loss 
figures were originally presented as $253,083. You will notice in the attached 
statement the loss and the actual amount as agreed on this building was $217,935. 
On that portion of the loss we are entirely satisfied. 

Both the assured and the broker contend that too heavy depreciation was 
taken on the warehouse No. 4 although we feel that a fair analysis has been 
made. The overall average depreciation on that building is 43.2 percent. Also 
that building, considering it from purchase price and improvements that have 
been made, along with income that would have been realized from its use as 
grain storage, all seem to further substantiate the value. We realize the 
grain storage may be somewhat temporary, although it is not unreasonable to 
estimate that it would continue for at least 3 or 4 years. Operation figures, as 
estimated from the grain storage indicate a net income of some $50,000 to 
$60,000 from that building. Considering the property value from secondary use 
we feel that with the location and the construction of the building it would still 
be valuable investment property. 

Warehouse building No. 5 has presented the biggest problem in analyzing the 
value and loss. As shown in the attached statement, however, and this is on 
the basis of our appraiser’s figures from a replacement cost of $143,563. Value 
and loss is shown $57,834 and that is after average depreciation of 59.72 percent. 
Further, that depreciation is developed after the estimated $10,000 improve- 
ments in the building by Mr. Lundgren. Attorney Clarke’s opinion sets out the 
ownership and the approaches in evaluating the property. 

Value and loss on all of the other items involved in the fire we believe are 
quite self-explanatory in the attached statement of loss. 
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Debris removal presented quite a problem for you will note in the statement 
that original claim was $64,584 while adjustment on that item has been agreed 
at $27,158.15. The assured went to great detail in having engineers Sitts & Hill 
draw up specifications and obtain bids. 

We have always been of the opinion that the bids were excessive and we 
have worked with contractor Kenter Bros., Tacoma, to come up with a realistic 
figure. There is still contention on the part of the assured that insured piling 
should be pulled rather than cut off in which event this figure would be ac- 
cording to the bids that the assured secured some $14,300 greater. We have 
information from reliable firms in Tacoma that they are satisfied that it is un- 
necessary to pull the piling and that land value would be just as good or better 
with the piling remaining after the tops had been cut off. There were prob- 
lems in connection with the debris removal in learning just what was yet to be 
completed by the Farwest Plywood Co., who had the contract for wrecking 
some of the properties. You will note credit has been taken for work still to be 
completed by them. 

On the value of this plant, replacement and sound value figures have been 
carefully checked by our appraiser and you will note on valuation we have esti- 
mated $937,998 with insurance in force in excess of that amount, $954,000. 


Subrogation 


We have advised that the fire was caused from rekindling of a fire following 
burning of debris. We refer to our previous narrative report and feel there is 
a fairly good chance of subrogation from statements of witnesses, investigation 
of fire by Tacoma Fire Department and physical evidence against Farwest Ply- 
wood Corp.. Attorney Fred Clarke, Seattle, as we have advised, has made a care- 
ful investigation, starting immediately following the fire. There has been 
much investigation on this entire claim, including all the properties, and when 
report is furnished by Attorney Clarke we will advise you further. 


Title and encumbrance 
The assureds are sole and unconditional owners. 


Recommendations 


You will find opinion by Fred Clarke, Jr., complete and comprehensive on the 
basic questions. 

You will note there does not appear to be a breach of sprinkler warranty at 
warehouse No. 5 which would affect the coverage. 

On question No. 2 relative to pending sale of warehouse No. 5 to Arthur E. 
Lundgren, it is the opinion that the risk at time of loss was still with the named 
assured, C. T. Eckstrom, trustee, and that the title had not passed. 

Question No. 3, we are likewise satisfied there was a binding contract of sale 
entered into prior to the time of the fire between Western Management Corp. 
d.b.a. Western Grain as purchaser of warehouse No. 4. 

The adjustment we feel resolves itself into proper evaluation of warehouse 
building No. 5. On the last page of the statement of loss we have shown on 
building No. 5 purchase agreement plus improvements, less estimated land 
value rounding out a figure of $40,000. At the same time our appraiser in 
determining physical value after deducting 59.72 percent has a figure of $57,834. 
The assured had presented value and loss on No. 5 in amount of $60,216. 

The last two paragraphs in Attorney Clarke’s opinion as well as other points 
discussed very well state the problems in arriving at settlement considering 
adjustment from an allover approach. We have discussed a possible compro- 
mise with these people in building No. 5. We find there is a strong opposition 
to compromise and as Attorney Clarke points out if we hold to the lower evalua- 
tion on building No. 5 the assureds will contend that there should be a lesser 
depreciation considered on warehouse No. 4. The assureds are contending a 
40 percent overall depreciation on building No. 4 in palce of 43.2 percent and 
that in itself would increase the value of building No. 4 over $12,000. 

Further, they make a strong point of the debris removal cost that they feel we 
have reduced to a minimum. As we have pointed out, if they coulld rightfully 
contend that piling should be pulled there would be several thousand dollars 
increase in that cost. We might also call your attention to the value on the 
concrete hog tower. This we believe comes pretty much in the category of 
obsolescence, however a portion of it does serve this building and you will note 
we have reduced the value on the hog tower considerably less than they have 
considered even after they had taken 90 percent betterment. 
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The assured at this time is presenting claim on the basis of $321,744.15 and 
we therefore wish to submit the facts as we have found them for your instruc- 
tions. We know we have all had in mind the effect of selling agreements enter- 
ing into the value of this property. 

We will surely appreciate your comments in helping us weigh fairness in the 
adjustment. 

Very truly yours, 
JoHN B. HAMILTON, 
General Adjuster. 


SoHEDULE B. STaTEMENT or Loss—C. T. EckKsTROoM, TRUSTEE, TACOMA, WasH.— 
Fire, Jury 19, 1959—TAC-9-2547-F10 49438-00336 


Item: All property. Please refer to detailed statement of loss, December 8, 
1959. 


Replacement Value Loss 


Property involved in fire $584, 722 $303, 425 $294, 586. 00 
Property not involved in fire 1, 416, 294 634, 573 Nil 

Subtotal 2, 001, 016 294, 586. 00 
Debris removal, net. 27, 158. 15 


321, 744. 15 
Compromise settlement as agreed (claim) 317, 285. 65 
Insurance: $954,000. 


Summary recapitulation presented for companies consideration and instruction 


Replacement 


PROPERTY INVOLVED IN FIRE 
Square 


Warehouse Building No. 4: 
Drier section. 
South addition. _- 
Western addition 
Hog addition 
Package section. 
Finishing section _ 
Locker room 
East finishing 
Hardwood section - -- 
Miscellaneous items -- 


Improvements not included above and depreciation ad- 
justment. (Depreciation Average 43.2 percent) 


Total $217, 935 
Warehouse Building No. 5: 
Lundgren arranging to purchase. Improvements by 
T.wndgren just prior to fire estimated $10,000. Original 
building constructed prior to 1915. (Depreciation aver- 
age 59.72 percent) 57, 834 
Hog tower—concrete ‘ 5, 061. 00 
Original construction equal to 4 stories, estimated re- 
placement general appraisal 1947. Cost, $94,000; value, 
$9,400. Basis estimated 1-story concrete walls and en- 
oe 924 square feet (tower is addition to Warehouse 
No. 4). 
Artesian well and pumphouse: Construction and equipment. 523. 00 
Yard: Platforms, power wiring, piping, fire hoses and fire 
mains 6, 817. 00 
Miscellaneous: Fire hose and racks, warehouse Nos. 4 and 5; 
pneumatic equipment and small equipment items 3, 813. 00 
Platform—East. 
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Summary recapitulation presented for companies consideration and 
instruction—Continued 


Replacement Value 


PROPERTY NOT INVOLVED IN FIRE 


Warehouse building No. 1 (27,350 square feet) (prior 1915) -..- 
Warehouse building No. 2 (95,120 square feet) 

Warehouse building No. 3 (114,520 square ftee)_.._.........--- 
Powerplant equipment and wiring, building No. 3 


Power house (3,953 square feet prior 1915): 
Construction 
Equipment. 
Pipe and fittings. 


Auxiliary boiler house: 
Construction, 272 square feet 
Equipment. 


Office: 8,804 square feet frame construction 


Property involved in fire 
Property not involved in fire 


Debris removal original claim $64,584.00 wrecking 
and clean up warehouse Nos. 4 and 5 including 
adjoining insured area $23, 579. 40 
educt work to be completed by Far West 
Plywood 


21, 079. 40 
Hog tower, wreckage including tax and bond 6, 078. 75 


27, 158. 15 


Replacement value and loss. 2,001, 016 kL 321, 744. 15 


Insurance required 90 percent average clause 
Insurance in force 954, 
Referring particularly to last 2 paragraphs page 5 of 
opinion by attorney Fred G. Clarke, Jr. 
Warehouse building No. 5: 
Purchase agreement 
Improvements by Lundgren estate 


Land value estimated (? $6,000.00) 


Value and loss as per statement of loss 
Difference 17, 834 303, 910. 15 


GENERAL ADJUSTMENT BUREAU, INC., 
424 Broadway, Tacoma, Wash. 
Joun B. Hamixton, General Adjuster. 


GENERAL ADJUSTMENT BUREAU, INC. 


Branch address: 424 Broadway, Tacoma 3, Wash. 

Date of report: 12/22/59 

Claim No. — 

Kind of claim : ————._ Final report 

Insured : Western Management Corporation DBA Western Grain 

Location: So. 11th St., & West 15th St., and St. Paul Avenue, Tacoma, 
Washington 

Date & hour of occurrence: 7/19/59, 2 :09 p.m. 

Agency & location: D. BE. MacDonald & Co., Seattle, Wash. 

Bureau file number: Co. code: TAC 
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Branch, Yr.: 9 

Number: 2549 

Line: 10 

Adjuster No. : 6060-4 

State code: 46 

Bureau paid loss : 2549 

Loss range code: 510 

Co. name & address: British America Assurance Co., Canada 
Gould and Gould, Inc. 

Dexter Horton Building 

Seattle, Washington Pol. 56298 
United Pacific Insurance Co. 

928 Rust Building 

Tacoma, Washington Pol. F41553 


GENTLEMEN: Enclosures: Proof of Loss, Subrogation Receipt, Statement of 
Loss and bill for outside service. National Board Report is being forwarded 
to British America Assurance Company. 

Our captioned preliminary report of November 5th we believe quite well 
furnishes most of the general circumstances. We have appreciated the oppor- 
tunity to personally discuss the final adjustment of the claim with one of the 
companies and at the same time we understand there was concurrency in 
thought between the companies as they also conferred. 

Claim, as we advised in our report of November 5th, was on the basis of 
$93,000.00. In working from the large amount of detail presented in support 
of that claim we found in making adjustments that the assured eventually 
agreed to reduction of approximately $83,000.00. It is well to keep in mind 
that it was not until along the latter part of October that we were presented 
with any figures by the assured on this practically new operation. 

After making as complete an analysis as we felt we could here in obtaining 
data on the operation and in analyzing the storage of grain of this nature in 
general we made a trip with our accountant, Mr. Clearman, to Portland and 
personally checked with the Commodity Credit office in that city. We found 
Mrs. Higgins in charge of allocation of grain in this area, a position she has 
held for some 23 years, to be very cooperative. We have always received fine 
reports on the integrity of Mrs. Higgins and her fairness in handling allocation 
of the storage grain. After our visit with her we can very well go along with 
the other opinions relative to her reputation. All figures on distribution in 
this area were made available. We were particularly interested in car ship- 
ments by months, also the latest date of shipments. That information along 
with other analysis that has been made substantiated the fact that all available 
storage to the Commodity Credit in this area was filled. Mrs. Higgins advised 
that had there been more space available in this area she is quite certain that 
that also would have been filled. 

We have used to excellent advantage the service and advice of a Mr. Fred 
Davis who is in the grain storage business in Tacoma and this information 
that we obtained firsthand from Commodity Credit further verified opinions 
Mr. Davis had given us. Also as a grain consultant on storage he has assisted 
us on cost figures. 

Claim as it was finally prepared by the assured was on the basis of the 
800,000-bushel capacity in Warehouse #4 that was destroyed in the fire. We 
feel satisfied there would be no difficulty in proving that warehouse would 
have been filled. 

One of the main questions that we have had in mind all along was the 
fairness in considering expediting in the other building on the premises in 
which the second and third floors were used for storage. We have explained 
previously that prior to the fire the assured had already taken steps to have 
the two floors in that building licensed by the State Department and approved 
by the Commodity Credit. We feel there is strong evidence the approved floors 
in that building also would have been filled for storage. Actually the floors 
were filled to their capacity of some 372,000 bushels by the early part of Septem- 
ber. However, on account of the fire in the original building, Warehouse #4, 
we reasoned that this second building on the premises was filled at an earlier 
date than would normally have been the case and therefore we were entitled 
to storage credit. We were able to check the dates on allocations and shipments 
and in this manner it has been agreed with the assured’s accountant, Mr. 
Harry Spicer, who is also Treasurer of the company, that certain credit was 
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due for expediting in earlier preparation of the second building and earlier 
receipt of the storage grain. At the same time there was extra expense to 
get into operation at an earlier date than originally planned. 

We should perhaps mention here again as we outlined in our report of 
November 5th that exhaustive effort was made to try and find other facilities for 
storage. However, when this is analyzed we find with the investment possi- 
pilities in this type storage and with the people already in the business about 
every possible location and operation has been considered and is in use if 
operation is feasible. We received valuable information from Commodity 
Credit relative to reasonableness of earlier shipments, next April and May, than 
had been considered in assured’s original claim and that results in greater 
credit on the theory of replacement of the warehouse destroyed. 

In reappraising the loss with the assured and in working with the account- 
ant, Mr. Spicer, after our return from Portland and with the additional data 
from Commodity Credit we arrived at a more realistic figure of $78,464.00 after 
further analyzing each of the items of operating expense and taking credit for 
earlier storage. 

It was after arriving at this point that we had further meeting with one of 
the interested companies and in view of contingencies and the differences in 
opinions that existed in analyzing a new operation of this kind it was generally 
agreed that settlement somewhat less than that figure would be proper. 

In final meeting with assureds and frank discussions we have agreed on set- 
tlement $75,000.00. We feel this is a fair medium in weighing the questions from 
both sides. 

Subrogations 

We have advised under this caption in our report of November 5th that 
Attorney Ted Clarke, Seattle, made a complete investigation immediately fol- 
lowing the fire. A report has not as yet been furnished by Attorney Clarke. 
There, of course, is large value involved in all of the losses, well in excess of a 
half million dollars. 

We are furnishing you with the usual subrogation receipt, leaving it to 
your discretion as to the manner in which you wish the final disposition of 
subrogation to be handled. 


Recommendations 

The young men making up the Western Grain Company are high caliber and 
an intelligent group. We have found them to be fair in our dealings. With 
this being a new operation to them it has required an unusually careful analysis. 
At the present time the assured is going ahead in preparation of the first floor 
in what we have referred to as the second building. They expect to have that 
ready by next April and May for the storage of grain when the flow of the grain 
starts along at that period of the year. We would recommend payment of the 
claim in your usual manner. The broker, D. K. MacDonald, requests that 
payment drafts be sent direct to assured. 


Outside service 


The service of Fred L. Clearman, Certified Public Accountant, 2111 Center 
Street, Tacoma 2, Washington, was used and his bill is in the amount of $800.00. 
As advised earlier in this report, we also used the service of Fred Davis, Grain 
Storage Consultant, 689 North Hawthorne, Tacoma 66, Washington, and his 
bill is in the amonut of $100.00. Our bill for your proportion of the outside 
service charges is enclosed. Kindly remit directly to our San Francisco Depart- 
mental Office. 


Very truly yours, 
JoHN B. Hamiuton, General Adjuster. 

Mr. Fountain. Is there anything else? 

Mr. Cartson. I have nothing. 

Mr. Navcuton. We have some summaries that probably should 
be put in the record. 

Mr. Fountatn. If there is no objection, there may be some other 
summaries, which I did not specifically refer to in the course of the 
hearings, on facilities at various installations. So that the record 
will be clear, we will put those into the record also. 
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(The summaries referred to are as follows :) Selec 


—— 


Selected facilities storing grain sorghum, Portland Commodity Office 


Sor- 
ghum 
inven- 

Operator and location Type of facility Date approved te 


bushel) Cargill of 
ix0! 


Madi 
California Milling Corp.: Newt 


Corcoran, Calif. (?) Delta W 
Soe Aiiges... v...-2.-222222 Brewery ware- do: : ton, Ca 
house. Desert ‘ 

Genera) storage Aug. 7, 1958 (@) Calif. 
warehouse. Easton ' 

Defense plant Oct. 8, 1958 . Wash. 

Dehydrating and | June 2, 1958 454 458 ae Encinal 

yeomans plant. Calif. 

C.B.C. Warehouse Co.: Wood- Oct. 16, 1958. ° oad Farmers 
land, Calif. Heli: 

Continental Grain Co.: 7 

Fresno, Calif Dried fruit stor- 
age warehouse. 


Ns oh cktiwccuspcdeee Fla Dec. 30, 1957 and 
Mar. 17, 1958. 
The Dalles, Oreg U Sept. 10, 1956. 
French Camp, Calif. t 
Saco Siding 
Phoenix, Avia General storage 
warehouse, Angele 
Kerr Grain Corp.: Portland, | Shipyard build- Aug. 31, 1956and | 11,175 PortofS' 
Oreg. ings. Oct. 14, 1958. Inc.: § 
River Grain Terminal (same 5, 500 Riversid 
phone and address as Kerr Calif. 
Grain Corp.): Burbank, Sacrame 
Wash. Co.: 
Lawrence Warehouse Co.: Grir 
Artois, Calif Nov. 7, 1957. 855 |.._... Colt 
Flat Valley 
Portland, Oreg Oct. 15, 1958 and 5 Wash. 
Nov. 14, 1958. vV.&M 
8 Sept. 26, 1958. ’ Angel 
gS. Arizona 
Corning, Calif. Tue 
Lee F. Taylor Co.: Cas: 
El Pinal, Calif Mar. 21, 1958 and --- Casa Gr 
July 22, 1958. Gua 
Sacramento Nov. 7, 1958. , 
Wil 


Salyer Grain & Milling Co.: July 3, 1956, July » ’ ’ Cas: 
Corcoran, Calif. 23, 1958, and Cha 
Sept. 30, 1958. Nevada 
Stevenson Warehouse Co.: Car! 
Los Angeles, Calif General storage Oct. 15, 1958. 
warehouse. 
Copra storage Dec. 19, 1957, 
June 20, 1958, 
and July 16, 


1959. 

Stockton Elevators, Inc.: 36 
Lodi, Calif Mar. 26, 1958 Standar 
Mendota Oct. 11, 1956 and 550 Gill 

May 19, 1958. Pho 
Stockton General storage Oct. 11, 1956, ; . Westerr 
and Army Nov. 5, 1957, maine 
supply. and Apr. 10, 
1958. 

Pacific International Rice Mills 1 Also 
one to Stockton Eleva- 2Sam 
tors, I Aeva, 3 Also 

Lumber shed Oct. 10, 1958 (*) 4 Also 
Cotton warehouse.| Oct. 31, 1958 





Farmers Grain Desgtnatien: 
Relico, Utah 


B. & O. Warehouse Co.: Port- 
land, Oreg. 


See footnotes at end of table. 
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Selected facilities storing grain sorghum, Portland Commodity Office—Con. 


1958 Sor- 
Sor- ghum 
: Capac-| ghum | inven- 
Operator and location Type of facility Date approved ity ship- tory |Other 
(1,000 | ments | Aug. 12, 
bushel)! (1,000 1960 
bushel)} (1,000 
bushel) 


Cargill of California, Inc.: 
Dixon, Calif 
Madison 
Newell - 

Delta Warehouse Co.: Stock- 

ton, Calif. 

Desert Ginning Co.: Ripley, 

Calif. 
Easton Trading Co.: Easton, | Railroad turning | Prior to June 30, 
Wash. house. 1956. 
Encinal Terminals: Oakland, | Dockside general | Dec. 10, 1958 
Calif. stores warehouse. 
Farmers Mutual Wholesale Co.: 
Helix, Oreg. 
Van Sycle 
Grain Storage, Inc.: Diamond, 
Wash, 
Islais Creek Grain Terminal 
Corp.: San Francisco, Calif. 
Colusa Glenn Storage Co.: 
Maxwell, Calif. 

Joost Grain Elevators: Wood- 

land, Calif. 

Liberty Warehouse: Libfarm 

Station, Calif. 
The Pillsbury Co.: East Los 
Angeles, Calif. 
PortofStockton Grain Terminal 
Inc.: Stockton, Calif. 
Riverside Elevators: Isleton, 
Calif. 
Sacramento River Warehouse 
Co.: 
Grimes, Calif. 
Colusa 700 
Valley Feed Co.: Wal-Air, | 300 
Wash. Wh 
Vv. & M. Warehouse Co.: Los 385 
Angeles, Calif. 

Arizona Flour Mills Co.: | 
TR Ia. an dcoeacidkee e 1,116 
Casa Grande 1,075 

Casa Grande Warehouse Co.: 
Guasti, Calif 





ee 
Casa Grande_- 
Chandler 

Nevada Freeport Storage: 
Carlin, Nev 


San Miguel Flouring Mill Co.: | General merchan- 

San Miguel, Calif dise warehouse. 

Standard warehouse Co.: 
Gilbert, Ariz 


Western Feed and Seed: Tre- | 
maine Siding, Ariz. 




















1 Also includes upright facilities. 

3 Same as 1958 shipments. 

3 Also received shipments of corn in 1955. 

* Also had substantial inventory of Hard Red Winter Wheat on August 12, 1960. 
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Elevators in Portland Commodity Office area having substantial stocks of Hard 


Winter Wheat as of Aug. 12, 1960 


Elevator name Location 


Cargill Seattle, Hanford St 
Portland terminal 4-_. 
Archer Daniels-Midland Tacoma B 15 


(Wm. H. Gee): 
Tacoma Terminal 
Eighty Nine, Inc. 
Tacoma Terminal 
Arena Storage Co- 
Feed Dist. Co... 
Keets, Inc 
Northern Pacific Grain Growers 


Continental Grain Co 
Kerr Grain Corp 


River Grain Terminal (Kerr Grain) 
Tacoma Vegetable Oils 


Western Management Corp 
Lawrence Warehouse Co 


Centennial Mills, Inc 
General Mills 
W. H. Younger 
Stockton Elevators 
Coast Storage Co 
Columbia Grain & Storage Co 
Adams County Elevator Co 
——_ Grain Co. & National Bank of Commerce of 
Seattle. 
Three State Warehouse Co Bell Station 
Ingleheart Bros., General Foods Corp... ...-| Pendleton 
Boyd Conlee Co Spokane B 3 


Bushels of 
Hard 
Winter 
Wheat 


824, 100 
1, 499, 108 

401, 995 
1, 215, 815 


404, 576 
121, 516 
687, 919 
749, 745 

54, 556 


» 422 

1, 437, 418 
1, 612,014 
1, 241, 594 
182, 530 
195, 926 
507, 863 
483, 387 
372, 335 
125, 555 
489, 940 
279, 611 
148, 339 
124, 193 
113, 109 
426, 255 

1, 096, 406 
449, 726 
211, 192 
150, 810 


893, 935 
367, 897 
273, 438 


—_ 


Farmet! 
Coast § 
Cargill 
Archer 
Do 
North 
Easton 
Mid-C: 
Mellwe 
Kerr G 
Salyer 
Stockt 
North 
No 
Northe 
Kerr G 


Lawret 
Contin 

Do 
Sacram 
Northe 
Cargill, 

Do 
Lawrer 
Contin 
Archer- 
Lawrer 
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Facilities storing corn shipped from Midwest to west coast in 1955 


Name of warehouse 


Farmers Grain Cooperative 

Coast Storage Co., Inc 

Cargill, Inc 

Archer-Daniels Midland Co--.- 
Do 


North Pacific Grain Growers--_. 

Easton Trading Co 

Mid-Columbia Grain Co... 

Mellwood Corp 

Kerr Grain Co 

Salyer Grain & Milling Co--.. 

Stockton Elevator, Inc 

North Pacific Grain Growers--_. 
No. 4 corn special bin 

Northern California Elevators, Inc.... 

Kerr Gifford Co., Ine 


Lawrence Warehouse Co 
Continental Grain Co. 
D 


Sacramento River Warehouse Co--- 
Northern California Elevator, Inc.. 


Lawrence Warehouse Co 
Continental Grain Co 
Archer-Daniels Midland Co 
Lawrence Warehouse Co 


Wheat 
Bushels of and 
Location corn in grain 
storage sorghum 
inven- 


Relico, Utah 
Seattle, Wash__-. 
di 


Portland, Oreg 
Kennewick, Wash--.-.. 
Easton, Wash 
Alderdale, Wash 
Tacoma, Wash 
Portland, Oreg 
Corcoran, Calif. 
Stockton, Calif 
Spokane, Wash 


Artois, Calif. 
West Sacramento, 
Calif. 
Esparto, Calif. 
Oakland, Calif. 
Lemoore, Calif. 
Grimes, Calif 
Corning, Calif. 
Portland, Oreg. 
do 
do 
Longview, Wash 


.| Vancouver, Wash 


Portland, Oreg 1, 611, 201 
16, 418, 778 


1 Presently has inventory of grain sorghum. 
3 Presently has inventory of hard winter wheat. 


5 
7 
8 


Mr. Fountarn. With that, the subcommittee stands recessed until 
further call of the chairman. 


(Whereupon, at 6:55 p.m., the subcommittee adjourned until 
further call of the Chair.) 
O 








